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THE EFFECT OF THE PRESENT TAX STRUCTURE ON 
SMALL BUSINESS 


TUESDAY, MAY 19, 1953 


House or ReprREsENTATIVES, 
Setect Commirree To Conpucr A STupY AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BUsINEss, 
Washington, D. @. 

The Subcommittee met, pursuant to call, at 9 a. m., in room 445, Old 
House Office Building, Hon. Horace Seely-Brown, Jr. (chairman) 
presiding. 

Present: Representatives Seely-Brown, Jr. (chairman), Sheehan, 
Hosmer, Yates, and Steed. 

Also present: Representative Hill (chairman of the full commit- 
tee) ; Car] E. Davis, staff director; William H. Quealy, committee con- 
sultant; David E. White, chief investigator; and Jane M. Deem, clerk. 

Mr. Srety-Brown. The subcommittee will please come to order. 

Before we begin to hear the testimony of the witnesses, I wish to 
take this opportunity to introduce to you the members of the Small 
Business Subcommittee No. 2, who are here with me today: Hon. 
William S. Hill (chairman of the full committee), Hon. Craig 
Hosmer, Hon. Timothy P. Sheehan, Hon. Tom Steed, and Hon. Sidney 
R. Yates. 

Mr. William H. Quealy has been appointed committee consultant 
to assist the subcommittee during the presently scheduled hearings. 
We are pleased that his knowledge of the more technical aspects of 
our tax laws will be available to the committee membership. 

I want to say at the outset that we of the committee are most happy 
with the response we have had to our invitations to small-business men 
to testify on the tax problems of the small-business community. While 
other committees and interested groups have secured testimony in 
this area in previous years, we of the committee believe that particu- 
larly at this time further investigation and study are warranted. As 
you know, we are not a legislative committee. It is our function in 
this matter to hear all of the evidence, to analyze this evidence in view 
of our knowledge of the needs of small business, and, finally, to recom- 
mend to the appropriate legislative committee those tax measures or 
tax revisions which are deemed by the committee to be necessary in 
the interest of small business and the economy of our country as a 
whole. 

This committee has for some time been particularly concerned over 
the status of the small firms in our economy and in their ability to 
finance working capital and longer term requirements, so that they 
can maintain and improve their competitive position. While many 
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small businesses have improved their position with respect to defense 
contracts and subcontracts, others have not been so fortunate. They 
have found their supply of materials and manpower curtailed. In 
both instances, however, there has been a demand for capital which 
has been inadequately fulfilled. 

The problem for adequate financing of small business is not a new 
problem. For many years efficient and worthwhile small-business 
enterprises have hs id diffic ulty in securing short- and long-term capi- 
tal. New and growing firms are in frequent nee od of working ¢: apital 
for inventories, payrolls, to carry accounts receivable, and for other 
purposes. In addition, if a smé all- business firm prospers, the re is al- 
ways the need for funds for new p lant and equipment, 

The difficulties encountered by small firms in securing capital for 
these purposes is well known to all of you. While commercial banks 
have supplied much of the demand for short-term loans, these funds 


are cert unly not secured at the same rates of interest as are available 
to large concerns. Insurance companies have large sums tied up in 
mortgage loans and debt securities, but very little of this has gone to 
small business. The element of risk. the requirements of these com- 


panies with regard to collateral, or a history of successful earnings, all 
have hindered small firms from utilizing this source of funds. The 
organized securities markets have long been of very minor impor- 
tance to small-business financing. The cost of and the narrow market 
for securities issues and the desire of investors for tax-exempt securi- 
ties or securities relatively free of risk have long been obstacles to this 
type of financing. Legal lending limits, inadequate correspondent 
relationship between banks, bank credit policy, lack of credit history, 
institutional financing, and other factors, have in many cases dis- 
couraged small-business concerns from securing the necessary capital 
from external sources. 

It has been both necessary and desirable, therefore, for small firms 
to depend upon their earnings for the financing of their operation. 
Self-financing for both short- and long-term purposes, however, places 
great emphasis upon the impact of taxes on the small-business 
community. 

In view of the difficulties encountered by small firms in securing 
outside equity and debt financing, the importance of taxes on cor- 
porate and personal net income is obvious. It is important that we 
examine the specific taxes levied, the means in which they are ad- 
ministered, and the burden which they impose. I know that small 
business does not want to ask any special favors. I further believe 
that an equalization of the tax burden among business concerns is in 
the best interest of a sound competitive economy. It is not only 
essential that we have a tax system which is conducive to high-level 
production with adequate investment opportunity but also that par- 

ticular consideration be given to the needs of small and growing 
enterprises. 

Any reduction in the return on investments in small companies 
where a considerable element of risk already prevails tends to deter 
additional investment. A high tax burden, therefore, discourages 
investment of equity capital by external sources and discourages 
reinvestment of those earnings which remain after the tax has been 
imposed. 
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I also wish to state that complex tax laws and regulations impose 
an additional management problem and additional costs for the small 
firm. 

While this committee has not requested testimony reg: irding any 
particular aspects of taxation, it does hope the it during these hearings 
consideration will be given to certain problems which seem to be of 
considerable concern to small business. 

The committee is interested, for example, in examining closely the 
adequacy of the present surtax exemption, the difficulties imposed on 
small business by current depreciation regulations, the problems cre- 
ated by the excess-profits tax, and section 102 of the Internal Revenue 
Code | ertainin g to surp lus accumulations. We also xpect to col sider 
the effect of particular excise taxes and current administrative pro- 
cedure pertaining to these taxes. In brief, ; committee wishes to 
evaluate the effect of any tax provision whi h mt es hardship on t 
small-business community. 

Our first witness before the committee will be Mr. Daniel F. Viles, 
president of the Waltham Screw Co., Waltham, Mass. Mr. Viles, if 
you would care to come and sit by the reporter, you can present you! 
testimony; you can read from your testimony, or you can speak in- 
formally and answer such questions as the committee may wish to ask. 

If you have copi es of a statement you would like to read, I would 
appreciate it if you would not only leave some with the reporter but 
also present them for the members of the committee. 

Mr. Vixes. I have a copy of a statement by Archibald M. Peisch 
that I would like to leave with you. 

Mr. Seety-Brown. Without objection the statement of Mr. Archi- 
bald M. Peisch will be filed as a part of the hearings. 

(Mr. Peisch’s prepared statement follows:) 

FEDERAL TAX PROBLEMS OF SMALL BUSINESS, BY ARCHIBALD M. PetsCu, Drrecror, 


SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INc., Boston, MASs. 
PRESIDENT, ARCHIBALD M. Prisco & Co., Norwich, VT. 


According to a recent issue of the Survey of Current Business, there are about 4 
million business units in this country. Ninety-eight percent of them employ 
fewer than 100 people each. For our purposes here, we might assume when we 
talk about small business that we are talking about a business of that size—one 
that employs fewer than 100 people . When we are talking about small business, 
we are talking about a large and very important segment of the economy. 

To illustrate some of my conclusions on the situation in which small business 
finds itself, I have decided to take the case of a wood we rking plant with which 
I have been familiar for over 30 years. In 1920 my client, after 15 years of suc 
cessful production experience with a nationally known manufacturer, returned to 
his native town in Vermont, a village of about 3,000 peal and acquired a wood- 
working plant from an estate. With an initial capital of $50,000, of which 
$35,000 represented his own savings and the savings of his family and $15,000 was 
borrowed from the local bank, he began to manufacture builders’ finish, then 
chair stock, bobbins, and frames for tennis rackets which are distributed by a 
nationally known supplier. 

The business prospered, and all of the income above a modest salary was 
plowed back into the plant in the form of new equipment, additions to buildings, 
etc. It was soon employing a hundred workers. Profits, however, fluctuated 
widely, as is typical for a smal! concern with a limited number of products. 

There is a large supply of wood available in the community, and the plant 
provides an outlet for the farmers for logs which they cut in the winter. From 
a social and economic point of view, the industry is of very great importance to 
the community, being 1 of 3 industries that supply the town with its livelihood. 

To begin with, the local bank was eager to lend a helping hand, and through 
it the assistance of banks in neighboring towns was enlisted until the loans 
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reached a total of $80,000. In 1929 the tide turned and heavy losses were 
incurred. The banks called their loans. I don’t have to tell you that money is 
cowardly, especially bank money. As someone has said, a bank is an institution 
where you can make a loan as long as you can prove that you don’t need the 
money. 

My client obtained more funds on his life insurance. With the assistance of 
friends and relatives, he was able to keep under way. It was 1938, however, 
before he again caught his balance. From 1938 to 1945 the business again pros- 
pered. But at this point the Treasury swept down upon him as the Assyrians 
came down like the wolf on the fold, his cohorts all gleaming in purple and gold, 
with the excess-profits tax. The base period used, 1936 to 1939, was not a good 
period for small business generally ; his average earnings during that period were 
of no use in providing him with an exemption. So throughout his period of war 
prosperity he was limited to the $25,000 exemption. 

In order to get war contracts and to make the things needed to assist the war 
effort, he had to buy new equipment, and after the purchase of new equipment 
and the payment of very heavy taxes. what funds were available had to be used 
to pay off the bank loans. By that time the banks had also gone through the 
wringer and, under strict Federal supervision, were practically forbidden to 
loan funds to small business except on a short-term basis. Bank examiners were 
quick to tell banks that their loans should not exceed 30 percent of their total 
assets. A country bank that cannot loan over 30 percent of its assets is not in a 
position to help small business very much. Even after the loans had been paid 
up and the business again began to prosper, it was impossible to go to the banks 
for additional funds because of the strict supervision. 

Now Vermont’s small businesses are not outside the influence of technological 
development. Automatic machines came in; for example, a machine that cost 
$300 and had been adequate for many years had been superseded by an automatic 
machine that cost $8,000. In other words, it became more expensive to operate 
the business. 

The capital markets, of course, are not available to small business. A small 
concern cannot go into the capital market, as can Chrysler Motors or General 
Electric, and obtain funds on either a short- or a long-term basis. The local 
banks, as I say, are not available. And wealthy friends or so-called angels no 
longer have the funds. 

One of the men who helped this business get started happens to be a man whom 
I have also helped in a tax way recently. This man, during his lifetime, has 
helped to start some 20 or more small concerns I micht say that one of those 
concerns has grown into a nationally known company. Of course, not all of them 
have survived. It used to be common practice on the part of the wealthy men 
to assist ambitious young men in the community who had shown some skill and 
success in making a product or in providing a service. 

Recently I called on this man to help him revise his income tax declaration. 
This man’s income was $150,000. The Federal tax on that income was $115,000, 
and the State tax amounted to $10,000, leaving him with a balance of $25,000. 
He expected an extra dividend that would give him another $100,000. Well, his 
Federal tax on this additional $100,000 would have been $91,000, his State tax 
about $6,500, so he would have been left with a balance of $2,500 from his extra 
$100,000. 

The position of persons in such a situation is obvions. You are acquainted 
with it. Many of them have taken on expenses that cannot be deducted, such as 
the education of children end friends. So I am sure this man has more trouble 
meeting his grocery bill with his $250,000 income than I have. 

A tax-exempt 3 percent municipal bond leaves him with as much income as a 
30 percent dividend, and it has greater marketability. So wealthy men are no 
longer available for so-called risk capital. And 1 by 1 every source of working 
capital has dried up. 

Another problem which these small concerns face is posed by section 102. It is 
the threat of the section rather than its application. In dealing with several hun- 
dred concerns, I haven’t had a single case where the Treasury has made an 
assessment under section 102, but it has often been threatened. So a concern is 
not safe in storing up funds against bad years. 

In small business I think you are aware that profits fluctuate widely. The 
2-year carryback, 2-year carryforward was of almost no use. The carryback 
of 1 year and carryforward of 5 years is of some use, except in cases where a 
firm loses money for 2 or 3 years, and then, of course, it cannot carry back. 
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Now Vermonters do uot surrender easily, and my friend has continued to oper- 
ate the business and has tried to provide the working capital so desperately 
needed. He postponed payment of creditors’ bills, taking from 60 to 120 days. 
Of course, that means the loss of discounts. It means you eventually get a repu- 
tation for slow pay, and large suppliers sooner or later will put you on a ¢. o. d. 
| 4 basis. y 
|@ To get the high-priced automatic machines that he needs to continue opera- 
| tions, to keep afloat in the swift current of modern competition, he has had to 
take advantage of installment purchase plans, at rates of interest ranging from 
10 percent up. And he has borrowed on his sales contracts, also at very high 
interest rates ranging from 10 percent up. 

Now it is quite obvious that the great problem of small business today is how 
( to acquire working capital. In reporting on the volume and stability of private 
; investment, the Joint Committee on the Economic Report of the 81st Congress 
concluded by saying: 

“From the evidence submitted to the subcommittee it seems clear that one of 
the important questions facing the American people today is to determine what 
steps can and should be taken to preserve an open door for investment in little 
and local business in terms of ownership as well as in terms of debt. That 
problem is paramount to the development of a steadily expanding economy.” 

And the Committee for Economic Development, in a report issued in June 1947, 
said: 

“The committee is convinced that the most serious need of small business is 
for risk capital, and the soundest sources for such capital are individual savings 
and the plowing back of earnings into the business.” 

Now I am not here to advocate any form of incentive or preferential taxation. 
I am aware of the administrative problems that would be involved, and I am 
aware of what political preference of any kind means. I am simply here trying 
to do what I can to present the case for equality in treatment of small business 

It isn’t enough to say that when you have graduated rates you are making 
concessions to small taxpayers. It is the degree of that graduation that counts. 
One of the reforms that I think might contribute a great deal toward solving 
this problem, toward solving the heavy draft that the Treasury is today making 
on the working capital that is available to small concerns, would be to exempt 
from taxation the first $25,000 of corporate or noncorporate net income of 
businesses which plow that income back into the business. People would say 
that this involves a great loss of revenue, but it would help concerns get under 
way which would soon be paying substantial taxes that would more than make 
up the loss. And I am not advocating a long-term concession of that kind— 
only a concession for sufficient time to help the concern to get on its feet and 
to acquire and retain the capital that it needs. 

Another reform that would be of help to small concerns would be more 
realistic depreciation rates. For example, in the woodworking business we are 
told by Bulletin “F” which is waved at us by internal revenue agents that 
the useful life of a woodworking machine ranges from 20 to 25 years. Of 
course, as far as actual wear and tear are concerned, that is true. I know a 


~All ah ke pl 


} concern that is still using a machine that was built in 1866, but that is not by 
; any means a typical situation. The new types of machines that have come in, 


the automatic machines, are being changed from year to year, and I think it 
would be more reasonable to assume a period of 5 years. But, in any case, why 
not leave it up to the taxpayer to decide for himself? He isn’t going to get 
more than 100 percent anyway, and the Treasury must take a long view of 
these things. What the Treasury doesn’t collect today it will collect when the 
depreciation has been exhausted. 

Another possible reform would be to tax small corporations as partnerships. 
That was done during World War I, as you probably know, by allowing small, 
closely held corporations to be taxed as so-called personal service corporations— 
that is, partnerships. 

And a final suggestion would be to repeal section 102, at least as far as small 

business is concerned. 

4 Now I haven’t painted a very pleasant picture. I hope I haven't sold by 
beloved Vermont or the industries upon which it depends down the river. Those 
industries, however, like small industries all over the country, are in a serious 
situation, and I believe they are entitled to reforms that will equalize the effect 

of taxation on small and large business. I am not talking about preferential 

taxation. I am talking about the economic effects of taxation. When taxation 
becomes as burdensome as it has become in the United States, its economic 
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effect on all groups must be seriously considered and every effort must be made 
to equalize the burden on different groups. 


STATEMENT OF DANIEL F. VILES, DIRECTOR, SMALLER BUSINESS 
ASSOCIATION OF NEW ENGLAND, INC., PRESIDENT, WALTHAM 
SCREW CO., WALTHAM, MASS. 


Mr. Vites. What I would like to do, Mr. Chairman, is to read, if 
I may, the statement, and then possibly discuss it further with the 
members of the committee. 

Mr. Srety-Brown. You may proceed. 

Mr. Vites. To preface this statement, I will give you the history 
of our company. We are a family-owned business which was started 
in 1893 by my grandfather. I run the business with my two brothers. 
We manufacture precision instruments and screw-machine products. 
Those are items made on automatic screw machines and all corollary 
machines used in the production of fine instruments, munitions, and 
all sorts of important mechanical items used in peace and war. 

In this particular company, we went through some very bad times. 
In 1931 it nearly went broke. My father died, and I left college and 
worked for several years and saved money and went back to college. 
I merely give you that as a background to know that it isn’t one of 
these jobs where you are handed the business on a silver platter and 
you keep going because there is plenty of money and the organization 
is there. 

We had a fairly rundown operation when the war came along; and 
my two brothers went in the service, and I stayed and ran the business. 
What you have before you here is a résumé of the years from 1942 to 
1952, giving the vital statistics of our income. I will read it. 

From 1942 to 1952, inclusive, the Waltham Screw Co. did ap- 
proximately $814 million worth of business in the manufacture of 
screw-machine products and fine-instrument screws for civilian con- 
tractors as well as United States prime contractors and subcontractors. 
During those years our average sales per year was $778,000; average 
profit before taxes per year was $62,300; average Federal tax per year 
was $47,630 (subtracting refunds) ; average excess-profits tax per year 
was $5,280; average Massachusetts State tax per year was $3,652; and 
average net profit after all taxes per year was $11,754 (subtracting 
losses). 

This figure shows through these 11 years the State and Federal 
Governments took an average of over 80 percent of all profit made by 
thiscompany. During this time the company invested all of its earn- 
ings in the plant and on new equipment and at no time had adequate 
working capital. We continually reinvested our capital and never 
had to worry about section 102, because we never made enough money. 
But we always bought equipment. We went from 75 people to 275 
people in World War II, and at present we are aaplor; ing 150 people. 

During the years of 1948 and 1949, which were loss years, our usual 
bank sources refused to loan additional money in spite of the fact 
that muc ch of the equipment was in fairly new condition. 

As the chairman of the committee expressed it, when business is 
good, banks will loan money; and when it is poor, particularly in the 
machine-tool business, which we are similar to, you couldn't get any- 
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thing for your machinery no matter how good it is. Banks will loan 
money on things of a consumer nature, like houses and automobiles, 
but when it comes to the so-called productive equipment they do not 
give recognition to the value because of the cyclical nature of the 
metalworking industry. j 

It became necessary for the stockholders, who are the officers of this 
family-owned business, frequently to advance funds so that the wee -kly 
pi ayroll could be met. Because of a poor base period (1946-49) and 
because of a low, invested capital, we have an excess-profits credit 
merely equal to the normal tax allowance and, therefore, pay a high 
excess-profits tax. 

It is obvious that no corporation can grow when their average earn- 
ings on their sales dollar equals 114 cents net after taxes. With no 
cash reserve and all of our money now tied up with work in process 
and inventory, we are extremely vulnerable to a small decline in the 
market which would « drop us be low our break-even point. Personally, 
I believe the country’s industrial and business fabricators among the 
small-business firms who make up the majority of all emp loyers can 
suffer by the thousands because there have not been provisions to give 
small business an adequate return for the risks involved. Studies show 
that no segment of business suffers under tax load as extremely as 
small, growing businesses do. There must be adequate tax provisions 
made to allow growth. The excess-profits tax must be eliminated and a 
greater tax allowance must be given before the normal and surtax 
take effect. 

To summarize, we suggest the following changes be made in our tax 
structure to help keep small concerns as a healthy segment of our 
economy. These ideas I express here are ideas of the Smaller Busi- 
ness Association of New England, which I represent as a witness, as 
well as myself. 

1. To exempt from taxation such sum not exceeding $25,000 of cor- 
porate income as has actually been retained in the business during the 
taxable year. 

We believe the excess-profits tax is unfair to all business and 
especially to small business, and therefore it should be eliminated. But, 
in the event that excess- profits taxes are continued in effect, we believe 
that an income of $100,000 rather than $25,000 should be exempt from 
the application of this tax. 

To permit the taxpayer to construct, rehabilitate, or enlarge his 
plant and equipment and charge off the capital cost thereof for taxa- 
tion purposes against his income at a rate to be determined by him at 
the time that the construction, rehabilitation, or enlargement of his 
plant is undertaken. . 

The obvious idea there is the stimulation of investment in plant. 

4. We are opposed to double taxation and think it unreasonable and 
damaging that a corporation be taxed on its income and that the 
remaining income, which is distributed to its sto kholders in the way 
of dividends, be taxed again. 

In reference to section 102, it would be very true in that case, of 
course, where a corpor: ation mi 1y pay up to 75 percent of its profit as 
taxes, and then pay out its money as dividends and in turn those 
mere the dividends pay their taxes. 

The law should be changed to allow a credit to the individual) 
aS ‘khol ler for taxes already paid by the corporation. Ultimately all 
dividends should be eliminated from taxation. 
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The Mills plan: We are urging the repeal of this plan. Under 
this plan corporations are compelled to pay their taxes to an increasing 
extent within the first half of the year. We suggest: That corporate 
income taxes at the option of the buyer may be paid quarterly. 

All the Mills plan has done is to take funds which should be working 
funds, working capit: al, and make them sterile funds. In other words, 
you buy tax-anticipation notes so you have a separate tax account, but 
you segregate these funds in anticipation of the eventual period of 
paying taxes, June 15 or March 15, which will be the schedule of 
Federal payments. It seems to me that it isan unusually heavy burden 
for small business to bear. It does, of course, make business for bank- 
ers, and it does get the Federal funds in much quicker and lowers the 
cost of Government because of not having to borrow more money. But 
it doesn’t stimulate the investment of money which may be tied up 
at “e at time in inventories. 

Undistributed earnings penalty: This law imposes a special tax 
with rates up to 3814 percent on accumulated corporate funds ad- 
judged to be in excess of the reasonable needs of the business. This 
forces the payment of dividends which may be bad for the company. 
Section 102 should at least exempt small business from its operation. 

8. Estate and gift tax: The tax on estates runs to 77 percent with 
gifts to slightly over 57 percent. These rates impair incentive to work, 
produce, and save. Eventually this will destroy accumulation of 
capital for expansion. This is most destructive of all to closely held, 
family, small businesses. 

Thank you for the opportunity of giving our personal views and the 
carefully considered views of the Smaller Business Association of New 
England. 

Before leaving the ce here I would like to give you some more 
specific information. I don’t think it is necessary to recite at this 
time the very obvious things which have been publicized through the 
McGraw-Hill publications, and various other papers on the situation 
regarding taxes and small business. I think my figures one will speak 
for themselves. In 1942 the Waltham Screw Co. did $738,924 worth 
of business. Remember, this was a war period and len was a tre- 
mendous demand for our product. Our net profit at that time was 
very high, $211,214. Our net profit after taxes was $21,883. 

We will now jump to 1944. In 1944 we did $1,125,536. Our profit 
went to $23,984. In other words, our sales had gone up a half million 
and our reli went up a little over $2,000. I will give you the résumé 
of these profits, these statistics. 

I think they are important, Mr. Chairman. The total sales, 1942-52, 
$8,560,000. Net profit on sales, $778,000. Total Federal taxes after 
refunds, $523,000. 

Net profit, $129,000. And that comes out 1.51 percent of sales. 

It has reached the stage, I know in our concern, where I am mature 
enough to appreciate the fact that you don’t keep hitting yourself on 
a thumb with a hammer because it feels so good when you stop. That 
is the intolerable situation that you have tod: ay in small business be- 
cause you reach the point of diminishing returns at a very early level, 
in making profits. 

You get no opportunity to have any kind of invested base because 
you have never made enough money in the first place. If you get 
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certificates of necessity, as we have, it is a trap and a delusion because 
you buy the machinery, you write it off in 5 years, a portion of it, and 
then you find yourself with inadequate working capital because every 
time you buy a piece of equipment, naturally you do more business. 
So there is no w ay out of this situation unless you can bring in 
additional capital. You have to have made the capital and you can 
bring it in through the company or through your own personal in- 
vestment or through floating stock, or by borrowing from banks, and 
the last two you c an’t do. The type of banking we are doing today 
is chattel mortgages on equipment we buy. We buy screw machines 
and we get 70 percent loans over a per iod of 36 months. That is the 
manner in which we use the equipment to pay off the notes, I mean the 
income from it, plus the accelerated depreciation. But that doesn’t 
give us the income, adequate income, to finance it. In other words, 
our particular situation is very fortunate in the sense that we can 
do this, as we have a very fast turnover. We buy our own materials 
from a warehouse or a mill, we fabricate the material very quickly, 
and we have 90 percent of our customers as discount customers. So 
we may be paying our material bill in 30 days and get paid in 10 
days. It doesn’t always work when aa get large purchases of raw 
material needed because of large contracts. This was done before I 
ever thought of coming down here to Washington. This was done in 
my own interest about 2 or 3 months ago because, after devoting the 
last 15 years of my life to this business, I wanted to know exactly 
what was the point of this whole situation. Maybe we should break 
it up into 3 or 4 little companies. If that is the suggestion you begin 
to realize you have administrative problems and tax problems so it 
doesn’t solve the problem. 

The basic problem itself is to stop letting small business be the whip- 
ping boy, which I think it is. I think the tax burden is completely 
out of relation to its productivity and efficiency in relation to total 
industrial work. We make thousands and millions of parts which are 
absolutely essential for the economy. We make, for example, M—54 
primers. Without these critical primers all the fuses couldn't be used. 
It is one of the most critical items made today, and we are one of the 
few successful manufacturers in the country. I am sure when renego- 
tiation occurs, it will be not much different than it was in the last war 
as far as recognition of this fact is concerned. 

What I am trying to say is that we just don’t have the opportunity 
to develop the statistical and other type of data which you have to 
bring before groups to prove in things like renegotiation the impor 
tance of your own contribution. But it isn’t renegotiation we are 
worried about particularly ; it is the basic tax structure. For example, 
the surtax starts afier $25,000. We think that was a very sad situation 
in the 1951 tax law. If it had started after $50,000 it would have been 
tremendously helpful. We don’t know exactly what is going to hap 
pen now as far as small business is concerned, but w: do hope there 
will be some tax relief. 

Thank you. 

Mr. Srety-Brown. Thank you very much, Mr. Viles. 

Mr. Sheehan ? 

Mr. SHeenan. Mr. Viles, have you given particular thought to the 
surtax structure starting after $50,000, or is this just a figure you 
have pulled out of the air? 

343 
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Mr. Vites. I haven’t given it any serious study but I think it would 
be of great help. 

Mr. Surenan. Your thought is that the surtax rate should not be- 

gin until the first $50,000 of earnings; is that right ? 

Mr. Vines. I had not made ¢ any actual study. I merely thought it 
was a mistake when they brought it down to 25. Originally it wasn’t 
at 25; was it? 

Mr. Sueenan. Yes, it still is 25. 

Mr. Vires. Has it always been 25? 

Mr. Surenan. That I do not remember. Take the experience of 
your particular company. Which figure would be the best breakoff 
figure for you before the surtax-rate starts? 

Mr. Vices. Fifty would be much more helpful than 25 in our case. 
It doesn’t amount to too much money, actually, but it amounts to some, 
What is it, 33 percent of 25% 

Mr. Suen 1N. It is 27 percent. You mention in your statement, 
too, something about inheritance taxes. That is going to pose a prob- 
lem to a company and to someone like you. Do you own the con- 
trolling interest ? 

Mr. Vines. It is owned by myself and my 2 brothers and my sister, 
the 4 of us in the family. 

Mr. Surenan. Have you given any personal thought to how you 
are going to dispose of your stock in the event you should die? 

Mr. Vires. No, I haven’t. 

Mr. Surenan. Would it pose a problem to your company ? 

Mr. Vires. It probably would, except I hope to set it up in a trust 
fund so that the next holders of the stock wouldn’t have a serious 
problem. In other words, in a trust type, well, perhaps we can save 
one tax, 

Mr. Surenan. That is all I have, Mr. Chairman. 

Mr. Sre.ty-Brown. Mr. Hosmer? 

Mr. Hosmer. Do you have any concern about the valuation of this 
family stock? 

Mr. Vites. Do you mean in case of liquidation ? 

Mr. Hosmer. In case of death, for State-tax purposes. 

Mr. Virrs. What we tried to do in our company is to set up ade- 
quate insurance, insurance on the officers of the company so that we 
can work out a buy-and-sell agreement. We don’t have the agreement 
at the present time, but we do have the thing implemented with ade- 
quate insurance so it could be handled that way. 

Mr. Hosmer. In other words, the value of your stock is a floating 
figure and it is at the mercy of the Bureau of Internal Revenue? 

Mr. Virzs. I have no doubt that the Bureau of Internal Revenue 
vould value it considerably higher than the so-called figures on the 
books, because some of our equipment has been depreciated at an 
accelerated rate, and yet in today’s machine market, much of it would 
be worth more. Under the law, whether you can value it considerably 
higher or whether the i income is the determining factor, I don’t know. 

Mr. Seery-Brown. Mr. Yates? 

Mr. Yates. Mr. Viles, why do you fear the Renegotiation Board 
if your average net profit was $11,000? 

Mr. Vires. Because the Renegotiation Board, in 1943 took another 
$10,000 out of us, I think it was. 
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Mr. Yates. Your profit for that year could not have been $11,000 
then, could it? 

Mr. Vites. Well, this is after renegotiation. 

Mr. Yates. I must confess that I am not entirely clear on the figures 
that appear in your statement. You say the average profit before 
taxes was $62,500. Then you say the average Federal tax was $47,630. 
Is that a correct way to look at the figures? Certainly if your profit 
for a single year were $62,000, your tax for that year would not be 
$47,000. 

Mr. Vites. What I have done, I have used an average over these 
years just to show the return on sales. In other words, I have grouped 
together those figures. Sales during those years varied from $425,000 
to $1,184,000. I merely averaged this to show the net income in rela- 
tion to sales. 

Mr. Yares. Is it a correct statement to say that during that period 
the State and Federal taxes took 80 percent of all the profit of the 
company ¢ 

Mr. Vives. It is factually true. 

Mr. Yates. On the basis of averages, I would think that might be 
true. But would it be true if you totaled them on the basis of indi- 
vidual years? 

Mr. Vixes. I have them right here. That information you have 
there is merely an average taken from the sheet. This is a breakdown. 
You can see it from here. This is the year, the sales, the net profit and 
sales, total Federal taxes, normal and surtax, excess-profits tax. Those 
in red represent in this column loss years, these represent refunds. 

Mr. Yares. Would you have any objection to putting a copy of that 
into the record to show how you arrived at the computation ¢ 

Mr. Vites. I wouldn’t say so. I would have to have it copied up and 
sent to you. 

Mr. Yares. This is your only copy? 

Mr. Vires. Yes, sir. I can get it for you. 

Mr. Szrty-Brown. We would appreciate it if you would provide 
the committee with the information requested. 
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(The following table was later supplied for the record :) 


Sales and tax record of Waltham Screw Co., Waltham, Mass, 1942 to 19652, 
inclusive 









. 7" 2 Normal Excess M assa- 
Sales Net profit | wot prot | Total Fed-| ana sur- profits chusetts 
on sales eral taxes ’ : 
tax tax tax 
1952 $ 55, 642 $44, 983. 82 1. 06 $22, 492. 26 $5, 268. 80 $4, 047, 84 
1951 1, 184, 867 | 186, 012. 52 3.07 | 90,382.40 | 32,250.67 | 13,918.91 
1950 ik oe 548,856 | 15,099. 84 } 2, 418. 18 | 1,976.70 
1949 425, 984 | 2 55,217.86 | 0 0 
1948 _. 434, 702 | ? 20, 491.33 0 0 
| 
1947 : 583,685 | 43,831. 29 } 15, 858. 4¢ 2, 657. 50 
1946 528,071 | 37,881. <4 | 13, 536. 4 1, 794. 06 
1945 888, 895 | ? 17,042.17 } 0 | 0 
1944 1, 125, 836 | 122, 80s. 51 . 98,914.01 |f 9,148.71 |). goo ¢ 
119,148.71 |f 3492.90 
1943 106, 453. 60 | 20, 575.72 | 85, 877. 88 81, 821. 88 4,056.00 | 3,032. 56 
1942 738, 924 | 211,214.02 | 21,883.40 | 189,330.62 | 172, 825. 18 16, 505. 44 5, 979. 49 
Total sen vom |{778, 375.04 | 222,045.31 | 556,329.73 |) o > a 61 | 37.709. 96 
8, 560. 728 |\299 751.36 | #92, 751. 36 | 1 32, 400. 66 [54% 248. 82 | 58,080.91 | 37, 790. 96 
Total __.. 685, 623.68 | 129, 293.95 | 523, 929.07 
Average per 
year ?_.. 778, 248 62, 329. 36 11, 753. 91 47, 629. 91 45, 295. 27 5, 280. 08 


! Refund 
2 Loss 
3 Above figures do not include Massachusetts corporation excise tax in computation 


Percent 


Profits to sales er aceiaabaskt eine an itiaalnsnls tlie alll iilio~siskn wintstt ts haliaiie 8 
Net profits to sales i i a a TNT Tatiana ela 1,51 
Federal taxes to sales: 
Before refunds ate eee eee) Beh retain eneadeemmateaieaioaes 6. 49 
Ia ik id nn hh a snd) wh dL atlsnnnbmnisbeine 6. 12 
a NN Ci I ai i htaccess sinc abtcletencme nevccanepibiaeth 5. 82 
ee ey ae 00 GRU os... cuinimeneiboiepemmnanenamiek dummies . 678 
Profit percentages : 
Sr ry Tr I OT ll arm enangigcnaencinerdonesepapensenenne ane a oe 
Federal taxes to profit on sales: 
I I hice ee ath intidhtnds ie ict ieehshn alitliadeeninindicipiihn ntititsbebinslidebictn 81, 14 
I ical calcein enienipeniaisibieliin 76. 41 
Normal and surtax to profit on sales_._..c-........---~- ssaialamsiiiatiti i: 
Cees SECs TAs OD POCUE OM DINER nnn nner cetcecnensnee aa 


WALTHAM Screw Co. 
By DANIEL F. Vues, President. 
Sworn to and subscribed before me this 1st day of July 1953. 
[SEAL] CHARLES L. SmitH, Notary Public. 


Mr. Yates. Frankly, I cannot get the figures, the conclusions that 
you arrived at, out of these figures, and I may be able to get them if 
we have that. 

Mr. Sueenan. You have taken a straight arithmetical average, 
have you not? 

Mr. Vitxs. Yes. 

Mr. Hosmer. Will you yield? 

Mr. Yares. Yes. 

Mr. Hosmer. This figure you have at the bottom, the net profit 
after taxes is your average after you have deducted not only your taxes 
but your losses in a couple or 3 or 4 instances. I believe you said you 
had losses, did you not? 
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Mr. Virxs. What I did here was to subtract the losses from the 
profit, and I subtracted the refund from the taxes. 

Mr. Hosmer. In other words, this $11,000 figure at the bottom is 
net after deducting your loss years and your taxes, and adding your 
refunds ¢ 

Mr. Vixes. I have also subtracted the refunds from taxes. I sub- 
tracted the losses from the net profit on sales, I mean before taxes. 
I have subtracted the losses from the net profit, i subtracted the refund 
from the total taxes. 

Mr. Sueenan. I think you may explain that to Mr. Yates by telling 
him what your biggest year of profits was, and how much you had left 
in the company after taxes. Did you not have one big year in the 
Company where you made a lot of money? 

Mr. Vines. We had a large year. ‘The worst year was 1949, and we 
lost $55,217. ‘The best -was 1951, and we made $63,000. We paid 
$122.000 tax on $186,000. 

Mr. SHeenan. You said you made $63,000, and you paid taxes of 
$129,000 

Mr. Vires. Well, in that year of 1951 our profit before taxes, net 
profit before taxes, was $186,000, and our net profit was $63,000, the 
difference between the two being $122,000 approximately. Our worst 
year was 1949, when we lost $55,000. 

Mr. Yares. Let me ask this question: You say your net profit before 
taxes in 1951 was $63,000? 

Mr. Vues. That is right. 

Mr. Yates. How much of a tax did you pay in that year? 

Mr. Vites. $122,000. 

Mr. Yares. This $63,000 is after taxes? 

Mr. Vives. After taxes, that is right. 

Mr. Yares. What was your net profit before taxes? 

Mr. Vines. $186,000. 

Mr. Yarers. And of that you paid how much in taxes? 

Mr. Vines. $122,000. 

Mr. Yates. Leaving $63,000? 

Mr. Vixes. Yes. 

Mr. Yates. That is all. 

Mr. Vixes. That, incidentally, is the best year we ever had. Before 
that, the best year we had was $27,872, but after all we considered that 
the culmination of long years of investment and building our 
organization. 

Mr. See.y-Brown. Mr. Steed ? 

Mr. Sreep. On renegotiation do you have to go through that process 
whether you made the profit or loss, up to the point of establishing 
whether you are making a profit or a loss? 

Mr. Vitrs. You normally don’t have to go through it unless you 
make a profit, except that they have set the law up in such a manner 
that if you should make money on a military portion of your business 
and loss on a civilian, you would still have to pay, theoretically—you 
would renegotiate on the military part of it. We don’t have that situ- 
ation, but it can be done. Only when you make a profit are you 
renegotiated. 

Mr. Streep. What I am getting at is how do you get to the point 
where you know whether or not you will or will not be subject to 
renegotiation? Does the Government require you to make reports? 
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Mr. Vites. We have to make a report every year. In that is a com- 
plete breakdown of your profits and an analysis of your customers, 
and a great detailed report. Then you go into the conference with 
the renegotiation board at your local district, i in this case in Boston, 
and they study it and decide what they are going to do. 

Mr. Sreep. In a case where you have made a very substantial profit, 
and you are subject to renegotiation, what are the major factors they 
follow in deciding whether or not you have to refund some of your 
profit? Do they have a percentage basis that you hold to? 

Mr. Vizes. I believe they have tried to use industry averages. The 
only thing is that in this industry, of which we are a member, the 
industry average does not mean much, because your productivity, effi- 
ciency, and profit depend upon your own individual ingenuity and 
effort. This is a business where your ability to tool a job suce essfully 
and get it to run efficiently is the key to making money. 

Mr. Sreep. And in the cost of procurement of the contract and the 
cost of going through renegotiation, and all of those overhead charges, 
are you allowed to include those? 

Mr. Vines. Those are legitimate expenses, according to the renego- 
tiation board. But they examine every expense and question it in a 
conference which, in our particular case, lasted several hours, with a 
detailed report and a breakdown of our profit-and-loss statement and 
general administrative expense. 

Mr. Sreep. In your experience, have you had any cases where the 
return to the Government in dollars, through renegotiation, would be 
equal to or comparable to, probably, the expense the Government goes 
to to recover the money anyway ¢ 

Mr. Vites. Of course I can’t prove the costs involved, because I don’t 
know what the cost of renegotiating a company is. But I do know 
that they are getting the final pound of flesh in the sense that we are 
already paying with our State and Federal taxes over 75 cents on the 
dollar. So all they are actually taking is 25 cents. You realize that 
they renegotiate, they go back and say you pay so much, but then you 
have a credit for what you have already paid out as taxes. 

Mr. Srrep. What I was getting at, in the field of small business, if 
the amount of money that the Government might recover through 
renegotiation would not be comparatively small when you set it up 
beside the costs they have to incur to recover the money. 

Mr. Vires. I think they made provisions in the new law, that no one 
is renegotiated under a quarter of a million dollars. The only thing 
there is that since the last war there has been a devaluation of the 
dollar, and a quarter million doesn’t mean much any more. If it had 
been a million, or a half million, it would be much more tolerable for 
everyone concerned. 

Mr. Steep. That quarter of a million is in gross sales? 

Mr. Vires. Yes, sir. 

Mr. Seeiy-Brown. Mr. Hosmer, did you have a final question ? 

Mr. Hosmer. Yes. 

The years in which you had losses, do you attribute the circumstances 
of losses in any way to the tax structure of the country ? 

Mr. Vites. No, I do not. I consider that a matter of management 
and the general economic condition of the country at that particular 
time. We are very cyclical. The screw machine product industry 
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runs on a 4-year cycle and it has been followed for the last 20 years 
that way, according to our trade association statistics. 

Mr. Hosmer. Thank you. 

Mr. Srety-Brown. Thank you very much, Mr. Viles. We are very 
grateful to you for appearing here before the committee. 

Mr. Vines. Thank you, gentlemen. 

Mr. Seety-Brown. The next witness will be Mr. Leonard Morrissey 
of the Morrissey Bros. Tractor Co., Burlington, Mass. 


STATEMENT OF L. G. MORRISSEY, DIRECTOR, SMALLER BUSINESS 
ASSOCIATION OF NEW ENGLAND, INC.; VICE PRESIDENT, MOR- 
RISSEY BROS. TRACTOR CO., BURLINGTON, MASS. 


Mr. Morrissey. I have here a mimeographed statement which I 
brought with me. However, the way that I would like to explain it 
would be to start at page 4, where it is clipped together. They put 
the second section first. 

Mr. Srrty-Brown. Very well, you may go right ahead and present 
your testimony in whatever manner you desire. 

Mr. Morrissey. I would like to explain that my brother and I are in 
the construction-equipment business. We are retail distributors. We 
sell bulldozers and tractors and graders and air compressors and heavy 
trucks to the people who construct the roads and bridges in the road 
program. We represent such national firms as Allis-Chalmers Manu- 
facturing Co., General Motors diesel engine division, and the 
Worthington Corp., among others. 

There was a situation last fall which points up the problem which 
I would like to explain. Allis-Chalmers purchased the LaPlant- 
Choate Co. of Cedar Rapids, Iowa. The LaPlant-Choate Co. had a 
list of distributors to market their product for them. As soon as 
Allis-Chalmers owned the company, automatically Allis-Chalmers 
distributors became the LaPlant-Choate distributors. It is customary 
in our business when a dealer is canceled out that the new dealer ac- 
quire his inventory and pay cash for it. This took place with us ap- 
proximately November of last year, and it was necessary for us to pay 
the former distributor about $8,000. We were seeking the General 
Motors diesel engine account, which is a very desirable account in our 
business. We have been seeking this for approximately 3 years. In 
the month of December we were contacted by General Motors to find 
out that they were canceling out their former distributor and we were 
going to be appointed January 1. Again the problem was posed of 
our taking over the inventory of the former distributor, which 
amounted in this particular case to approximately $18,000. 

I might add that the Allis-Chalmers line of construction equipment 
is powered by the General Motors diesel engine. Also in the month 
of December we were obliged to pay a quarterly payment on our in- 
come tax. So, obviously, to you gentlemen it must be evident that we 
had a situation which required considerable payments in cash which 
we did not have. So we consulted with our bank, and upon examining 
our statement they decided it would be extremely dangerous and very 
unwise for us to try to take on this General Motors account. We just 
didn’t have the money. 

The point of the matter is that our efforts to secure this account had 
finally been culminated with success and now we were told that we 
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couldn’t take it on. I might add that we took the chance and gambled, 
and it was a gamble, and accepted the account. So far at least we 
have made out all right with it. 

The methods of payment by us to the manufacturers are these: 
Some people ship us machinery, sight draft against bill of lading, 
which means we have to pay the cash immediately, or we have a floor- 
plan arrangement whereby we pay a small percentage of the value of 
this equipment and sign notes for the remainder, which notes repre- 
sent an obligation to be paid at regular intervals. 

This situation is bothering our customers in much the same fashion. 
So our contractors are now expecting us to finance them. 

Assuming, for example, that ABC construction company wanted 
to buy equipment from us approximately $200,000 worth, our manu- 
facturing accounts would expect us to either pay for the machinery in 
cash or to borrow the money from the banks. Then we would advance 
this equipment to our customer with a limited downpayment, which 
would simply mean that we are financing the contractor because the 
manufacturer wants the money. We are in a very precarious position 
because we are using actually our working capital and we are in the 
finance business instead of the construction- equipment business. We 
are not set up to do that. However, this situation is growing and we 
see no way in which we can overcome it or combat it. If we no not 
accept the business under these terms, invariably somebody else will. 
About all it adds up to is the fact that you have passed up what might 
be some desirable business. 

[ might add that many of these firms are doing work for either the 
Federal Government or the State governments. The way in which 
they receive their payments for work performed is on an adjusted 
basis. We had a very serious case of a contracting firm customer of 
ours who was constructing a large part of this limestone airbase in 
northeastern Maine, where they owed us and other firms a substantial 
amount of money. In our particular case it was about $35,000 or 
$40,000. The Federal Government owed them a million and a half 
dollars which they were unable to collect. Both of us were obliged to 
pay our income taxes in March and neither one of us had the money 
to doso. I think that is an ironical situation, where the Federal Gov- 
ernment owes ABC contracting company, for example, a million and 
a half dollars, who in turn owes Morrissey Bros. Tractor Co. and 
others a sizable amount of money, and both of us have to pay the 
Federal income taxes in cash where we don’t have the money. 

I simply mention that to show you one instance where this was an 
extreme hardship to us to operate our business. 

If we will return to the first part of this statement, I produce here 
our annual statement for the year 1951, in which our net operating 
profit before taxes was $136,000. Our Federal income taxes were 
$72,000, and our State income taxes were $12,000, or approximately 
2 percent of everything we made. 

I hasten to add that our net profit consists of cash, accounts re- 
ceivable, new machinery, used machinery, and fixed ee Of that 

$51,000, probably not over $10,000 or $15,000 would be in cash. So 
in that particular instance, we had to borrow money to pay our taxes. 
I think it is very important to note also that in our statement there is 
no provision to pay the people who had invested money in our business 
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any dividends. I might add that after 5 years of business, this is the 
first year that we have been able to pay a small dividend. 

So it must be very evident to you people when we go out and try 
to interest people who invest money in our business, ‘the first thing 
they want to know is how much money we pay in dividends. When 
we show them a statement like this, they lose interest very rapidly. 

We are able to borrow money from banks on a very short-term 
basis, either 90 days or 6 months, but with the nature of our business 
it is practically impossible for us to take money and put it into our 
business, turn it over, and get it out, and repay the loan. 

The suggestion which I would like to present here is that in any 
business like ours, in order to grow or expand, it becomes necessary 
to increase our inventories in order that you may sell more if the 
business permits it, to expand your facilities in order to give a little 
better or more service, and usually you have to spend the money on 
those things before you can make any profit on them. 

To return to the two accounts which we acquired, namely LaPlante- 
Choate and General Motors, in both instances we are required to give 
service and stock parts for that machinery. So it became necessar y 
for us to add to our facilities in order to supply that service and stock 
that inventory. The only source we have for money is to go to the 
banks, and in both instances they said no, we couldn’t borrow any 
more money, our borrowing limit had been reached. The only way 
you can improve the situation, as far as our business is concerned, is 
then to restrict credit or reduce your inventory, to turn it into money. 
But immediately your service deteriorates, because you cannot invest 
in the parts that you are required to stock. We believe it would be 
a perfectly normal request to make of those that levy the income taxes 
that we should be allowed an exemption if we can demonstrate that 
the amount of money, whatever the amount of money might be agreed 
upon, was reinvested in our business. Obviously, expansion, improve- 
ments, growth, and development in any business come out of earnings. 
But unfortunately, under this situation, we cannot keep our earnings. 
So not being able to keep the money we earn, we then have to go and 
borrow it, which we think is a rather foolish, if I might use the word, 
attitude to take. I think there is a fear that if these exemptions were 
allowed or {he amounts of money the businesses were permitted to keep 
would result in a loss of tax revenues to the Government. I do not 
think that is so. 

We have at least 6 or 8 or 10 things that we could spend money on 
in our business in the nature of improvements, and \ we certainly would 
spend it if we were permitted to keep it. But if we are not permitted 
to keep it, and we feel that these improvements are vital, then we have 
to go and borrow the money, which is certainly not a healthy situa- 
tion. It simply increases the tremendous amount of debt which 
already exists in this country. 

At the present time, we are trying to add to our service department 
an amount of money probably in the neighborhood of $15,000. We 
are trying to buy some additional equipment, in order to improve the 
type of our service work that we perform for customers. We don’t 
have the money. I am not a tax man. Essentially my activities in 
this business are in the form of sales and sales promotion. I think 
anybody realizes that in the operation of any business you have to 
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anticipate the future, decide to spend the money, and then hope that 
the general business conditions will be good. If they are not good, 
you have spent a lot of money on which there is very little return. 
That can be expensive. Also, in the discussion of this thing before 
the activity takes place in a business, you invariably get checks from 
the financial end of the business, by examination of the figures, and 
very good proof to show why you can’t do it. Yet, again, if you are 
going to represent companies like General Motors and Allis-Chalmers, 
and the sort of accounts that we have, they expect you to do this. 
I appreciate the fact that I have talked quite a lot. I will stop at this 
point and say that I will be glad to answer any questions that anybody 
may have. 

Mr. Srety-Brown. Thank you, Mr. Morrissey. Certainly a large 
part of the equipment that you carry which is listed as assets is used 
machinery ; is that not correct ? 

Mr. Morrissey. Yes. 

Mr. Srety-Brown. And used machinery in the heavy construction 
field has a value which is pretty difficult to determine. 

Mr. Morrissey. That is very true. 

Mr. Srevy-Brown. How do the present rules regarding deprecia- 
tion affect your business in particular ? 

Mr. Morrissey. We think they could be liberalized. We suggest 
that possibly we should be permitted to depreciate 50 percent of its 
value, let’s say, by our own methods, and use the internal revenue 
methods, perhaps, for the other 50 percent. Certainly this used ma- 
chinery is a very dubious asset. The value that we take it in at, for 
example, as a trade, could be halved overnight if we ran into some 
bad business. So if we had a piece of machinery which we thought 
was worth $4,000, if we ran into a stringent time in our business, we 
would probably have trouble giving it away for $1,500 or $1,000 less. 
That immediately represents a loss of $2,500 to us, which conceivably 
could be our profit on a deal, so we have no profit. 

Mr. Srety-Brown. Mr. Sheehan? 

Mr. SHEEHAN, Mr. Morrissey, one of the points you brought out 
there was that you thought that if the Government permitted you to 
have some extra money through income taxes or excess-profits taxes 
for your own company, that the Government itself would benefit. 
I assume you mean by having more money you would expand and 
have more money, so the Government would collect more taxes? 

Mr. Morrissey. Exactly. I believe the money would find its way 
into the Federal Treasury by other means. It would consume mer- 
chandise, use up material, and pay wages. 

Mr. Sueenan. I see in your statement here you thought that the 
exemption from the excess-profits tax, instead of being $25,000, should 
be increased to $100,000. 

Mr. Morrissey. Yes. 

Mr. Sueenan. Have you any basis for that $100,000 figure ? 

Mr. Morrissey. Yes, sir. That is largely due to the fact that when 
this was set up we were operating on a dollar that was supposed to 
be worth 100 cents. I think today everybody recognizes that the 
dollar is only worth 50 cents in buying power. 

Mr. Surenan. We had some figures presented to us for your in- 
formation, that there are approximately 420,000 corporations that 
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are submitting corporate income-tax returns. According to the 
figures given to us, if we raise the exemption of the excess-profits 
taxes to $100,000, we would eliminate 375.000 out of these 420,000 
firms from paying any excess-profits tax at all. 

Mr. Morrissey. Excess-profits tax ? 

Mr. Sueenan, Right. 

Mr. Morrissey. Yes. 

Mr. Surenan. Do you feel or do you not feel that maybe that 
would hurt the intake of Gaeutibates funds so much that it would 
require us or the Ways and Means Committee to get other tax money 
from other sources which might not be so good? 

Mr. Morrissey. What is the total amount of revenue estimated to 
be lost ? 

Mr. Surenan. I think it was a billion dollars. 

Mr. Queary. $175 million on the excess-profits taxes and a billion 
on the surtaxes. 

Mr. Morrissey. Honestly, I feel that it would not be that large. 
I feel that you might be surprised that that money might be spent 
in other directions. That is to say if we as company A have to pay 
the Government X dollars in taxes and you allow us to spend that 
money, we then continue to do what we have done in the business. 
We continue to grow and develop, and we do more business, we em- 
ploy more people, we use more goods, and those who sell it, it seems 
then, would have an increase. I think it would be a tremendous shot 
in the arm for business, myself. Everybody would have the money 
to buy things. I think there is a constant demand which, in this 
particular time, is only held back by the lack of ability to pay. 

Mr. Sueenan. Mr. Morrissey, there is one other point that you 
brought out that is very interesting to me individually and I think 
to the members of the committee. You put forth the proposition 
that if the income-tax department allowed you to take a deduction 
for insurance paid on key personnel, that the insurance when you 
died, or whoever died, would rebound to the benefit of the corpor: ation. 
In that case, it would help in the event of forced liquidation, because 
there would be enough money in the company which would not be 
subject to taxes. Have you given that any particular study ? 

Mr. Morrissey. Yes. Asa matter of fact, = uf hap pened in my own 
family. We started this firm with three brothers, and the oldest 
brother and the most experienced person died very sud lenly, and left 
us in a considerable hole. Also he had considerable money in the 
business and he had made a will leaving his share of the business to his 
sisters. Then it became necessary for us to settle this estate. There 
was no provision at all, according to insurance plans, whereby we had 
any money to pay the estate. So, again, it became necessary for us to 
work and to take the profits and the working capital out of the busi- 
ness in order to satisfy the estate taxes and to pay up hisestate. Where 
we did not have the money, then we had to give notes, which of course 
are ultimately redeemable in money. I feel that if it were possible to 
take out what we call cross rough insurance, each person is insured, 
and the company were permitted to pay that expense, then immediately 
upon the death of one of the other parties, the money would be payab le 
to the estate and it wouldn’t hurt the operation of the business. We 
think that is a legitimate deduction, and we think it is a very sensible 
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thing for any closely held business, because the estate taxes and these 
payments which have to be made according to State laws are ver y strict. 

Mr. Sueenan. Thank you. I think Mr. Morrissey has presented 
something, Mr. Chairman, which we should follow up on. 

Mr. Srety-Brown. Mr. Yates? 

Mr. Yates. Mr. Morrissey, I am not clear on your point concerning 
exemption. I gathered the impression when you testified that you 
wanted to be in a position to purchase more equipment and build up a 
bigger inventory so that you could sell more goods. Where would you 
terminate the exemption? Where would the payment of taxes 
come in? 

Mr. Morrissey. Let’s for example take page 1 of our statement. 
Our net operating profit was $136,000. Well, let’s use some arbitrary 
amount. Let’s suppose, for example, that you use $25,000 or $50,000. 
We would subtract that $50,000 from our net operating profit, but it 
would be necessary for us to demonstrate, one way or another, by 
invoices, or contracts, that we had spent that $50,000 in the nature of 
improvements in our own business. If we had constructed, for exam- 
ple, some additional construction representing fifteen or twenty thou- 
sand dollars, if we had bought machinery representing $5,000, if we 
had bought some other thing like service trucks, which we needed 
badly, if we had increased our parts inventory $5,000, we would be able 
to demonstrate as of that date that we had spent that money in the 
business, that we had not taken it out and put it in our own pockets. 
Then we would be permitted that deduction before we paid our taxes. 

Mr. Yares. Would you make the exemption in terms of percentage 
or of money or on what basis would you make your exemption ¢ 

Mr. Morrissey. Well, I think in terms of round numbers but I think 
it could be a percentage of your net operating profit, for example. I 
hasten to call attention to the fact that this operating profit of $51,000 
which we show here is not cash, it is not anything you can spend. I 
would say that in that particular instance there is probably not over 
$10,000 or $15,000 in cash there. You cannot build this addition to 
the building that I talked about by giving somebody a used bulldozer. 
No, he wants the money. 

Mr. Yates. The question that comes to my mind is that the bulldozer 
is convertible into money, is it not ? 

Mr. Morrissey. Not readily. The point of the matter is that you 
accept this used machinery back in trade to make a deal. Suppose for 
example you made a deal at the end of the year, September or October. 
In our part of the country the work season is almost over. It is very 
unlikely that you will sell that used bulldozer until next spring. What 
we plan to do is to take it and recondition it, by tearing it down 
and putting in new parts, and putting it back together in the hope that 
we will sell it next spring. We do that to keep our service department 
busy, to keep our crew together. We have to provide work, we have 
to pay wages. That all represents investment, shall we say. If we 
took this $2,500 used tractor and put $2,500 to it, and put a selling 
price of $5,500 on it, we cannot get that $5,500 until next spring. 

Mr. Yares. Is Morrissey Bros. Tractor Co. a corporation ¢ 

Mr. Morrissry. Yes, sir. 

Mr. Yates. With respect to the example you gave of the straitened 
circumstances you found yourself in upon the death of your brother, 
the corporation did not have to pay the estate taxes, did it? 
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Mr. Morrissey. Well, where do you get the money? It is the people 
that are in it. There are certain obligations in the form of contracts 
which require the company to pay money to the estate. 

Mr. Yares. I don’t understand that point. Did you enter into a 
contract of some kind with the State? 

Mr. Morrissey. No; my brother had a contract with the company 
for future earnings. Let’s suppose, for example, he was supposed to be 
paid 1 percent of the gross sales as a bonus after the operations, and 
his contract stated that. We will assume there was a million dollars. 
Well, let’s suppose at the end of the year there was no $10,000 to give 
him, so he took a note in lieu of the cash. Well, when his est ” is 
settled, here is a note for $10,000 which Morrissey Bros. owes J. W. 
Morrissey estate. Ultimately we have to pay that, because the State 
makes us pay it. 

Mr. Yares. What you are saying is that this is not a payment for 
taxes, this is a payment to the executor of your brother’s estate for a 
debt that was owed by the company to your brother. 

Mr. Morrissey. Yes. 

Mr. Yates. That is all. 

Mr. Seeiy-Brown. Mr. Hosmer ? 

Mr. Hosmer. Mr. Morrissey, you mentioned in questioning by Mr. 
Seely-Brown that you wanted depreciation on these bulldozers and 
things that you had in stock; did I understand you correctly ? 

Mr. Morrissey. I didn’t quite hear you. 

Mr. Hosmer. Did I understand you in answer to Mr. Seely-Brown 
state that you were rec ommending a depreci iation allowance with re- 
spect to the used machinery that you have in stock? 

Mr. Morrissey. Yes. 

Mr. Hosmer. In other words, you want a depreciation allowance 
on your stock in trade? 

Mr. Morrissey. No. I think that according to the Internal Revenue 
Department there is a schedule whereby construction machinery may 
be depreciated at regular rates over a period of years. 

Mr. Hosmer. That is where you are a contractor using the machin- 
ery in your business. You are a dealer using that machinery as stock 
in trade. 

Mr. Morrissey. We have taken it back as part of a deal in a new 
machine. 

Mr. Hosmer. You are not allowed any depreciation on stock in 
trade? 

Mr. Morrissey. On used machinery you are over a period of time. 
For example, we will place an evaluation on that, and it may be high 
or low. Let’s suppose for example in making what we will term a 
very difficult or hard deal, we will overvalue that. 

Mr. Hosmer. Say you take it in at $4,000 and you ultimately have to 
sell it at $2,500, and you lose $1,500. That comes out of the operating 
profit. 

Mr. Morrissey. That is right. 

Mr. Hosmer. It is an operating loss. 

Mr. Morrissry. Yes. 

Mr. Hosmer. It is not a depreciation. 

Mr. Morrissry. No, that is true. However, if we sold it for $3,000, 
instead of $2,500 it would also show a profit. But if we had that ma- 
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chine for a year, which is conceivable, at the end of the year it wouldn’t 
be worth what we took it in for. 

Mr. Hosmer. That is right, and when you sold it you would sell it 
for a loss. 

Mr. Morrissey. Yes. 

Mr. Hosmer. And you would take the loss off the operating side 
of the ledger ? 

Mr. Morrissry. Yes. 

Mr. Hosmer. It wouldn’t be a depreciation or a capital factor? 

Mr. Morrissey. That is right. 

Mr. Hosmer. You are not suggesting that we rewrite the law to 
allow you depreciation on your stock-in-trade, are you ¢ 

Mr. Morrissey. No, sir. Perhaps I didn’t explain myself very 
well. 

Mr. Hosmer. I have one other question. In connection with your 
deal with General Motors where you had $11,000 in taxes to pay in 
December 1952; assuming if you had at that same time instead of 
$11,000, you had $7,000 in taxes, would that have helped your situation 
to any extent ¢ 

Mr. Morrissey. It might have improved it to the point where the 
bankers would have said, “No, you can’t do that.” We would at least 
have been $5,000 better off than we were. They might under those 
circumstances consider that our situation was such that we could 
take what I term a calculated risk, but at this particular point they 
said, “No, you can’t do it. You just can’t do it. You owe too much 
money now. You can’t borrow another $18,000 under any 
circumstances.” 

Mr. Hosmer. That is all. 

Mr. Seety-Brown. Mr. Steed ? 

Mr. Sreep. Isn’t it true that in your business you acquire a consid- 
erable amount of used equipment and parts that are not actually 
subject to sale at all, you just more or less keep it in case some man 
comes along some day looking for that particular thing? 

Mr. Morrissey. Yes, sir. 

Mr. Streep. And that may be a matter of months or even years, and 
yet it is almost necesary for you to accumulate a rather considerable 
amount of that type of thing. I am talking in terms of probably an- 
tiquated or outdated equipment that maybe only one man would ever 
need and is not subject to sale like you would ordinarily go out and 
promote new equipment. 

Mr. Morrissey. That is true. That happens as a result of the 
change in models by manufacturers. 

Mr. Strep. In other words, it has a value if somebody for some par- 
ticular reason wants that particular thing, and until someone like 
that comes along it has no value. 

Mr. Morrissry. Yes, sir. 

Mr. Sreep. And it is still a necessary phase of the kind of business 
you are in? 

Mr. Morrissry. Yes, sir. 

Mr. Sreep. I suppose upon your books you have to carry that at 
some value, regardless. 

Mr. Morrissry. We have some very nominal percentage, I belive, 
which we are allowed for obsolescence. I don’t know whether it is 
one or two percent. 
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Mr. Srevty-Brown. Mr. Sheehan ? 

Mr. Sueenan. Mr. Morrissey, to get back to your testimony, one 
more question: You stated you have problems in your business when 
you buy equipment from General Motors in paying for it. Does 
General Motors or any - the big corporations help you finance this 
equipment in any way at all? 

Mr. Morrissey. Gener: of Motors happens to have a plan, the General 
Motors Acceptance Corporation. They will carry the thing in much 
the same way that a bank would carry it. It is the same provision, 
really. You sign a note and you pay a nominal, shall we say 10 per- 
cent of the list price or the cost price of the unit. You sign notes for 
the unpaid balance, and you pay interest and have to reduce that 
periodically by a payment. That is to say, within 90 days you have 
to pay another 10 percent or 5 percent of the cost price. 

Mr. Sreep. In other words, they are helping you, though, to finance 
that? 

Mr. Morrissry. That is right. Yes. 

Mr. Sreity-Brown. Thank you very much, Mr. Morrissey. We are 
grateful to you for coming before the committee. 

The next witness is Mr. Clarence A. Wimpfheimer, president of the 
American Velvet Co., of Stonington, Conn. 


STATEMENT OF CLARENCE A. WIMPFHEIMER, PRESIDENT, 
AMERICAN VELVET CO., STONINGTON, CONN. 


Mr. Wimernermer. Mr. Chairman, I have submitted a brief. I 
think you all have it. Maybe I better read it anyway. There is one 
thing I would like to add, that the conditions Mr. Morrissey men- 
tioned hold good with me also. I was up against the question of 
insurance, partly due to the fact that—Well, our firm was started 
in 1845, the name was A. Wimpfheimer and Brother, and I am the 
second generation in the business. Most of the stock is held by me, 
except some stock held by my son. But we have a profit-sharing 
system in our plant whereby 450 people are most vitally interested 
in what is going on. 

The problem came up of what would happen due to the fact of my 
being a heavy stockholder. They took out additional insurance for 
me last year, amounting to a half million dollars, and it had been a 
hundred thousand. That was $600,000 insurance that had to be 
payable. 

Mr. SHeenan. Who is “they”? 

Mr. Wimrrueirmer. The firm. 

Mr. Hosmer. The fund? 

Mr. Wimerneter. The firm, A. W. Wimpfheimer and Brother, 
or the American Velvet Co. 

Mr. Hosmer. Does the profit-sharing fund have any insurance on 
you? 

Mr. Wimprueimer. No. But that amount has to be paid not as an 
expense but out of your surplus. I just want to bring out, if I am 
permitted, to say that what Mr. Morrissey said is very vital to us, also. 
Where not only the main stockholder but the 450 people interested 
in this profit-sharing system might be subjected to the firm having 
to be liquidated unless there was enough capital put in insurance or 
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some other way to keep the plant going. I don’t know if I am out 
of order bringing that point up. 

Mr. Sre.ty-Brown. You are perfectly in order. Do you want to 
go ahead with your statement that you have prepared / 

Mr. Wimpruermer. If I may. 

To me, a businessman’s primary problems are not profits and taxes, 
but rather the problems of (1) financial losses and (2) obsolescence 
of both machinery and plant. As far as business is concerned, when 
I pay taxes I know I am making money. The fact that these taxes 
get exceedingly overbearing and almost smothering in some cases 
is true, I am sure, but I am also sure that there will be others testify- 
ing before you who will discuss this point with far greater technical 
insight and care than I can. 

It is my intention to bring before you another problem—and a 
suggestion for its solution which I believe will help solve the problem 
of obsolescence. I said help solve. I certainly do not mean to imply 
that what I am about to suggest is a cure-all, but I do believe it would 
be a step in the right direc tion—although a radical departure from 
present practice. 

A manufacturer cannot often afford to buy new equipment, but if 
he is going to stay in business he must have sufficient up-to-date 
machinery and buildings at all times. This is the problem. It ig,f» 
better to keep an existing plant up-to-date than to have either to move 
to a more modern plant in a new area or rebuild every 15 years or so 
in the same spot. You need not be told that I could have had a plant 
built and paid for by certain interests in every backward area of 
this country. Some may say I am talking against the South, but 
certain southerners are already feeling the competition of plants in 
more backward areas than their own. This plan of mine would be of 
great assistance to everyone in all areas, 

Two years ago we built an addition to our plant and purchased 
additional mac hinery. When our new plant was built, the cost of 
approximately $400,000 was taken from working capital. Right now, 
today, I know where I can spend an additional $300,000 for machinery 
and help my plant turn out more and better goods. However, I do not 
dare. Due to the tremendous amount of inflation in the past 10 years 
what was perhaps a good system has become outdated. 

Existing depreciation schedules of most companies are based on low- 
cost figures. The depreciation allowed is not enough to cover replace- 
ment of equipment at today’s inflated prices, and one’s cash position 
suffers grievously. By depleting a cash position, one takes a tre- 
mendous risk in today’s economic environment. As an example, we 
purchased a finishing machine in 1946 costing $80,000. To replace it 
today would cost at least $150,000, or double. The sum supposedly 
saved or accumulated through existing depreciation allowances would 
only do a little more than half the job—and here it is only 7 years 
since we purchased it. How far will the $80,000 go at the end of 20 
years, the machine’s normal life? 

My suggestion as a remedy is to follow the procedure used on Fed- 
eral income tax returns, where a corporation is allowed to deduct up to 
5 percent of net profit from taxable income for contributions made to 
charities. I urge you to allow us to take at least the same amount as a 
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tax deduction and use it in our plants for expansion, new equipment, 
and machinery and buildings. This deduction should be properly 
policed so that it would be used only for new plants and new equip- 
ment, and new buildings. 

With such a plan as I suggest, there would be real incentive for 
manufacturers to make needed changes and improvements during the 
good years to prepare for the bad. 

That is about all. I don’t want to get too far into the tax situation, 
because I am not too conversant with it. 

Mr. Srrty-Brown. Mr. Wimpfheimer, as I understand your state- 
ment, you have not come here necessarily pleading any tax reduction, 
as such, but you have come to suggest what you might call a needed 
tax reform. 

Mr. Wiwernermer. Well, an aid, an aid to us in business to go aheal 
and expand more and keep our plant going. If we take $400,000 out 
of working capital for new machinery, No. 1, it is taken out of there as 
anexpense, But you will also need a whole lot of extra money to finance 
that additional business you are going to get from having put that 
$400,000 in. 

Mr. See.y-Brown. Your business is highly competitive, isn’t that 
correct ? 

‘Mr, WimMPFHEIMER. Yes, we are in the textile business. We make 
velvet. 

Mr. Srerty-Brown. And you feel particularly that in a business 
which is as competitive as yours, the importance of modern, up-to-date 
machinery is a vital factor? 

Mr. Wimrruermer. | think the importance of new machinery, up- 
to-date machinery, plus up-to-date buildings, is the most important 
thing of all. t don’t see how we can exist without it. I know I spoke 
to Mr. Rieve, the president of the CIO, and we work with the CIO and 
I asked him Li this question about extra workloads. He made the 
remark to me, he said, “We would not mind the extra loads provided 
the conditions were the same in your plant as the plants that have the 
extra loads.” He said, “We wouldn’t go ahead and try to influence your 
people to do it. That would be up to you. But we wouldn’t stand in 
the way. How could we?” 

Maybe it is out of order, my quoting a man like Mr. Rieve. 

Mr. Srety-Brown. Did you have a question? 

Mr. SHeenan. Yes, Mr. Seely-Brown. 

You thought that the Government should allow 5 percent of the net 
profits from the taxable income for expansion, new equipment, and 
machinery. I am wondering in my own mind whether that will 
amount to enough to satisfy most of the corporations. You under- 
stand any recommendations we may have to make we have to lay down 
general rules, not for any specific corporation. Do you have any idea 
what your average net profits were for the last 10 years? 

Mr. Wimeruemmer. | haven’t got them, but I could guess them easy 
enough. I have the gross profits. 

Mr. Sueenan. In other words, I am trying to find out what 5 percent 
will amount to, whether it is a substantial sum or an insignificant sum. 

Mr. Wiwernermer. I think it is a substantial sum. Do you mind if 
I refer to this? 
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Mr. SuHeeHan. Go right ahead. 

Mr. Wimrrnermer. I just have the study the National Planning 
Association made of our company. 

Mr. SuHeenan. Let me preface my few remarks by saying that three- 
quarters of the corporations in the country that report profits, three- 
quarters of them are less than $25,000 a year. Five percent of that 
would mean that three-quarters of the companies in the country would 
only be allowed $25,000 or less per year for expansion and even in your 
particular company where you are paying $80,000 for a piece of equip- 
ment, $25,000 wouldn’t mean anything. 

Mr. Wimpruermmer. No, but $25,000 or $50,000 would be a big aid if 
we could do it each year, and that is what it would amount to, because 
it would be before taxes instead of after taxes. I didn’t say 5 percent, 
I said if we were allowed 5 percent for charities, why should we not 
start charity at home? 

Mr. SurrHan. I assumed you were taking the 5 percent for this 
figure for expansion. 

Mr. Wimprruermer. No; I say at least 5 percent, for the simple 
reason that here we are trying to increase our productivity. 

I am the last person to say we shouldn’t give money to charity, and 
we must support charities. But I do say to you that if we have a 
worry in our small towns as we have—I claim I have 450 partners, 
not just the 1—I claim we have to take care of that many people 
and we have more people around there looking for jobs, and if we 
‘an do that we must go in for expansion at our home base. Don’t 
forget, all these gentlemen that have talked have given you figures 
where their worry was what they had after taxes. I say take it before 
taxes, the same as we are allowed to for charities. Again I want to 
quote Mr. Rieve. I suppose a capitalist should not talk about a labor 
man. He told me that the population in the United States is increas- 
ing more than in any other country at this time, proportionately. In 
the old days, families were satisfied with 2 children and now we want 
4 and 5, and it is fine. 

Mr. Surenan. You said you were going to quote some figures. 

Mr. Wimpruetmer. If you would care to have this, you can take 
these figures. These are figures before profit-sharing and taxes. 

Mr. Seety-Brown. Without objection the tables which you submit 
will be made part of the record and part of your remarks. You can 
leave them with the reporter. 

Mr. Wimpruetmer. Do you want more than one copy ? 

Mr. Srety-Brown. It would be helpful if we could have copies for 
all the members of the committee. 

Mr. Steep. Wouid you designate the page number of where the 
table appears ? 

Mr. Wimpruermmer. This one appears on page 27, but I would like 
you to read the whole thing. 

Mr. Sueenan. Surely. 
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(The data submitted by Mr. Wimpfheimer follows :) 


STONINGTON, Conn., July 1, 1953 
Mr. Horace Seery-Brown, ZJr., 
Congressman, Second Connecticut District, 
House of Representatives, Washington, D. C. 
Dear SEELY: I am listing below the information you requested in your night 
letter of June 29: 





Ye Profits after | Taxes includes 

ear profit sharing | excess profits 
a. $295, 278. 87 $112, 551.33 
1950... a 440, 376. 97 193, 468. 03 
1951... 513, 609. 84 | 300, 813. 25 


TGA cna 535, 784. 11 | 316, 246. 38 


Very truly yours, 
AMERICAN VELVET CoO., 
CLARENCE A, WIMPFHEIMER, President 


Mr. Hosmer. This 5-percent improvement deduction that you sug- 
gest, would you supply that also to repayments on existing capital 
improvement loans? 

Mr. Wimprueimer. No, sir. Only for projected ones. I say to you 
let us police it properly, and have it from here on. If I understand 
your question correctly, you mean on anything that we owe for 
capital ¢ 

Mr. Hosmer. That you already put in, that you owe money for cap- 
ital improvements. 

Mr. WimrruerMer. May I explain that? 

Mr. Hosmer. That answers my question. I would like to go to 
another one because our time is somewhat limited. This suggestion 
of yours is to apply, I presume, to smaller businesses only. You do not 
intend that General Motors should have 5 percent ? 

Mr. WiMrruetimer. I don’t see how you can avoid it. I am jealous 
of the big companies, but if you are going to do something for one 
maybe I better not answer that question. 

Mr. Hosmer. That would mean a 5-percent loss in the total cor- 
porate tax revenues of the United States Government, which I believe 
would be a considerable amount of money. 

Mr. Wimrrneimer. Well, don’t you want them to expand, when you 
come to it, or is it better for them to go ahead and move into some 
depressed area and get it for nothing? I can move down to certain 
depressed areas right now and have everything paid for over a period 
of years. I am not against their going ahead and expanding, too. 

Mr. Hosmer. I am not arguing with you about the point. The ideal 
situation would be that there were no taxes. But we are living in a 
world where there are taxes, and we are trying to do the best we can 
with the fiscal policies of the Government. 

That is all. 

Mr. Seery-Brown. Thank you very much, Mr. Wimpfheimer. We 
are very grateful to you for coming down to testify before this 
committee. 

Mr. Hill, would you as the chairman of the full committee care to 
make a statement ? 

Chairman Hitt. No; I am just listening. 
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Mr. Seery-Brown. The next witness will be Mr. W. L. Gregory, 
the Easton Taylor Trust Co., St. Louis, Mo. 


STATEMENT OF W. L. GREGORY, REPRESENTING INDEPENDENT 
BANKERS ASSOCIATION, ST. LOUIS, MO. 


Mr. Grecory. Mr. Chairman and gentlemen, I represent here the 
Independent Bankers Association, some 5,000 small unit banks, lo- 
cated throughout 40 States. 

Mr. Sre.ty-Brown. Would you suspend for just a moment, sir? Do 
you have a prepared copy of your statement ? 

Mr. Grecory. I am sorry, sir, I did not have notice to do that. 
am, however, preparing a copy of this schedule, and 2 
in your hands in the next 2 or 3 days. 
come from this schedule. 


I 


5 copies will be 
All the figures I shall use will 


Schedule used by W. L. Gregory in hearing before Subcommittee No. 2 of Select 
Committee on Small Business, House of Representatives, May 19-20, 1958 
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rofi | Exces Net Increase 
profits | | Excess- 0 | 
4 stag Nitaina inten. | Pn | a | | 
- _ Taxes = _ after a 7 - | pjivi- New | Retention 
1946 RO — taxes . dends | stock ] of earn- 
Lear | | paid issued | ings 
qe i —$ | ee SE _m a + Ee — 
Bank A......- $341, 969 $90, 820 $2,300; $251,1 = $150, 000 : $75, 000) $75, 000 
Bank B... 1, 043, 162) 443, 753 ieebes 619, 4 940, 147) 500 000) 440, 147 
Bank C.-. | 566, 583 187, 686 378, $07 194,457} $140,000} 100, 000) 
Bank D---_-.. 1,099,052! 478, 227 620, 835) 620, 835 80, 000) 540. 835 
Bank E-.. 1, 232, 168 323, 520).... oat 908, 648 668, 729) _. | 225, 000) 443, 729 
Bank F.... | 1, 183, 629 307, 517 11, 908 876, 112 599, 799 243, 000) j - 
Bank G_. ...---| 1,594,676) 471, 582 1, 113, 094) 1,716,714) 297,500) 700, 000\ 608, 211 
oY SPR | 659,708; 288,013 18,601) 371,695; 300, 927) | ..| 300, 927 
aes ieewal nsalnisneibitplicniieetiagon dbl hcakadatins im shag ile ial ap 
Tee ...5- » | 7, 730, 957 2, 591, 118 37, 809) 5, 139, 839) 5, 191, 618 760, 500} 1, 600, _ 2, 408, 849 
io aay. At iniesat ae l | See ee eo 
| Working | Net profit be- | Income taxes Working 
| capital fore taxes paid capital 
| atin Geena 
Corporation A -- i 1 $94, 721 : $320, 282 2 $122, 285 3 $165, 429 
Partnership A_.__- | 4 33, 383 | 5 315, 534 § 112, 349 6 67, 257 
Partnership B_........- 7 59, 776 | ‘ _— 4388 * 125, 128 $ 208, 351 
Corporation B #12, 449 97° © 116, 073 * 161, 902 
Corporation C 11 412, 139 " 566 i 107, 398 13 487, 080 
Corporation D 14 28, 046 | 1$ 37, 096 | 18 10, 666 6 40, 872 
ositnidlle — ‘s alien pada 
640, 514 | 1, 528, "943. 593, 899 1, 150, 891 
7 
1 Nov. 30, 1945. 6 Dec. 31, 1952. it June 30, 1950. 
2 1945-51. ? Dec. 31, 1947. 2 June 30, 1950-52. 
3 Nov. 30, 1951. § 1947-52. 13 June 30, 1952. 
4 Dee. 31, 1944. * Dec. 31, 1945. M Dec. 31, 1948. 
§ 1944-52. 10 1945-52. 15 1948-52. 





Mr. Seety-Brown. Thank you. You may continue. 

Mr. Grecory. I also have the right to speak here for the Associate 
Bankers of St. Louis, 46 banks in the metropolitan area of St. Louis, 
and for the Smal] Business Council of the City of St. Louis, several 
hundred small businesses of various types within the area. I would 
like in a very short time to present two separate cases, one for the 
banks and one for other types of small businesses because their prob- 
lems are quite different. They refer, however, to the tax problem and 
the conservation of earnings. The bank must conserve its earnings 
to protect its depositors. The small business must conserve its earn- 
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ings as these gentlemen have said, to build up rating capital. It is 

quite a different problem with the two types of business. If I may, I 

will assume the philosophies that you read at the beginning, Mr. 

Chairman, that small business should perhaps have some r ight to grow, 
articularly in its early years, that is assured to the larger monopo- 
istic units that have other advantages over us. 

With the oe problem, I shall ‘begin by saying that it is largely 
a cyclical problem. Our problem extends from one boom period to 
the next. I would like briefly to call attention to the fact that since 
the 1929 boom peak the banks have had a very peculiar experience. 
From some 15 to 16 years of that period we had a steady series of 
losses, followed by a period of no profits, no ability to earn money 
no place to put our money, and no interest rate if we did. Then in 
the last 7 years, approximately, we have had rather prosperous years, 
and banks have, on the whole, made a great deal of money compared to 
previous times. 

During that period, also, we have had a tremendous increase in 
deposit liabilities, lar aely due to inflation, inflation through the financ- 
ing of our Government debt. That, of course, has brought us to the 
problem of protecting those new deposits. We have nearly four times 
as many deposits in our banks at the peak of this boom, and I take 
it this is the peak, compared to 1929. Necessarily we must give those 
depositors additional capital comfort because the bank only offers 
about $10 of its own money ever time it loans a hundred. In previous 
years, that is. That $10 has dropped so that the national average today 
out of a hundred dollars loan is only $7 of the bank’s capital and the 
balance belonging to the depositors. 

You have heard the supervisors have a great deal to say about that 
in recent months. The so-called capital ratio has become a problem 
among the banks. In my own case, from 1936 to 1946 our deposits in- 
creased 10 times. We were a small bank, $15 million total, and that 
has been the peculiar situation to the smaller banks of the country. 
More than 75 percent of the banks in this country have had tremen- 
dous increases in deposits and have not been able to keep their capital 
ratios up to that level. I think I should like to begin by giving some 
figures on earnings and the disposition of those earnings in my own 
bank. 

In the 7 years just passed, we made $660,000 before taxes. We paid, 
in total taxes, $340,000 more than half of the total. The Federal 
taxes alone amounted to $288,000. 

No common stockholder in my bank received the sum of $1 in 
dividends during that time. We were the low man on the totem pole 
in 1946. We were the lowest capital ratio in the district. We have, 
by conservation of earnings and other means, raised our capital until 
now we are among a little holier group. We are perhaps just below 
the average for the entire district. I shall submit in addition to my 
figures the figures of seven other St. Louis banks who had a similar 
problem. They are offered not to prove my point but because they are 
typical of things happening all over the country, and you will find 
many, many situations exactly like this. 

In these eight banks that I am submitting figures for, each has the 
eapital-ratio problem. Each has the retention of earnings as its prin- 
cipal means of acquiring an adequate capital ratio. It is almost 
impossible to sell the stock of a small bank at the present time, after 









30 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


the history of the early 1930’s, with no dividend records to back you 
up. It is almost impossible to sell the stock of a small bank. 

In the 8 figures that I have o- for you here, 8 banks earned 
ee over the period of 7 years; they paid Federal taxes of 
$2,591,000, more than a third of their net earnings before taxes. They 
have put back into c apital more money than the net after taxes. They 
have only been able to do that, of course, by the sale of stock. The 
stockholders of these 8 banks have rec eived less than 10 percent of 
the total earnings before taxes of the banks in the way of dividends. 
It is significant ‘that the dividends were only paid to those who had 
stock to sell. In other words, those who sold stock were only able to 
do so because they had been paying dividends. The amount of new 
stock sold was twice as much, a a little better than twice as much, as 
the dividends paid over the 7-year period. So these banks have in- 
creased their capital from the two sources, from earnings and from 
new stock issued, by a little bit better than the total amount of their 
net earnings after taxes. Their net earnings after taxes were $5,- 
139,000; their total increase in capital account was $5,191,000. One- 

third of all the net profits were paid in Federal income taxes. 

In my opinion these men have shown an excellent spirit, the directors 
and officers of these banks, an excellent appreciation of their respon- 
sibility to their depositors by putting almost everything they earn back 
for the protection of the depositors. I think we should remember 
that in spite of that we have not gone back to the 10-percent ratio of 
‘apital that used to be desirable, that used to be considered desirable. 
We are still about 30 percent under the desired 10-percent ratio of 

capital. Our liabilities are extremely high. I am repeating the fact 
that they are more than 4 times as great as in 1929, our hability to 
depositors. 

Furthermore, we have another liability that nobody seems to realize. 
Under the FDIC our assessments can be raised, and I suppose will be 
raised, if we have bad days again, and certainly we will have to have 
those, because our loans have not been tested thoroughly; our invest- 
ments have not been tested; we are certainly in the most inflationary 
period that I have seen in 30 years in this business. I think we must 

remember that we are going to have other accountings. The ratio of 
losses on which we have been operating these many years, the believed- 
to-be ratio of losses in banks, is set far too low, and our losses will 
probably accumulate to greater amounts than we think they will at 
this time. It seems to me that these specific reliefs should be offered 
to banks, inasmuch as we are helping to protect the public by increas- 
ing our capital with earnings. We should not be put at a disadvantage 
to any other competitive industry. The building and loan associations 
are given a great advantage over banks, and under the law they are 
allowed to accumulate sur pluses far beyond anything we can do. The 
very fact that they are able to do that has led to bad banking for them 
and for us. They are paying too much to the public for interest on 
deposits, as they call it; and, of course, it isn’t interest on deposits; 
it is interest on stock. 

People are not told the difference in the insurance provisions of 
the building and loan associations as compared to banks. There is 
no provision for them to be told. And it has led banks to try to 
compete with building and loan associations in their savings rates. 
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You will notice today all over the country increases in savings 
rates beyond the powers of banks to earn and pay those savings rates. 
We should have a realistic loss reserve. We are operating now under 
a regulation of the Bureau of Internal Revenue which permits us to 
set up certain reserves for losses. But those are based on past ex- 
pe ‘riences in the business and not over a sufficiently long period, so 
that actually we are setting up about one-tenth the loss reserves that 
| feel we should. We are setting up about one-half of 1 percent in 
the average bank, and we should be setting up 5 percent. That is 
the very minimum. We will have losses; they will accumulate; and 
they will come at one time, in a deluge. 

Mr. Seeiy-Brown. Would you repeat that again? 

Mr. Grecory. We are being permitted, normally, over an average, 
about one-half of 1 percent in loss reserves under the Bureau of In- 
ternal Revenue’s regulation. That is one-half of 1 percent of our 
outstanding loans. That should be at least 5 percent, 10 times the 
amount that it is. I don’t think I am asking for something we don’t 
need. Iam afraid, with the inflation we have, the capital values we 
have today, that 5 percent may not get us by. 

In other businesses that I would like to speak about, businesses 

other than banks, we have an excellent opportunity as bankers to 
observe the problems that these gentlemen have related to you here. 
They come to us all the time. Of course, the problem is one of find- 
ing in small businesses, or in any businesses, sufficient operating capi- 
tal for those businesses to grow and prosper. I want to cite a case 
here. I am citing individual cases because they are typical and be- 
cause they run true to the pattern all over the whole country. These 
cases that I am citing in other businesses are all people who are able 
to borrow from banks. They are the best of the type that I am talk- 
ing about. If they couldn’t borrow from banks, we wouldn’t have 
the record of them because we would turn them down and the "y would 
go away and we wouldn’t know about them. But those have been 
with us, that we have loaned money to, in spite of the criticism of 
the examiners, in spite of the fact that we are being a little unor- 
thodox, in making capital loans, these businesses are ‘the | ese that I 
am speaking about. 

But they are businesses that have been under considerable distress 
because they have not been able to have capital. Iam speaking of one 
corporation that went into business in 1939, burned to the ground in 
1941, was rebuilt, and was sold last November. ‘That business started 
with 4 men, subscribing $5,000 in common capital apiece; the com- 
munity gave them a building; and they sold preferred stock to raise a 
total operating fund of $100,000, a total capital of $100,000 to begin 
with. That business grew and was sold, at a value of a quarter of a 
million dollars last November, to a large corporation. During the 
period of its life 2 additional men bought substantially into the owner- 
ship of the business; 4 of the 6 men who were interested over the period 
of years have died; 2 men sold it to a large corporation last year 
because they felt like they didn’t want to take a chance with their trade 
and bank creditors who were carrying them for nearly a half million 
dollars of credit; they didn’t feel that they should carry on with that 
business as badly capitalized as it was. ‘That company made over the 
last 7 years $310,000 net profit before taxes. Its Federal income taxes 
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were $122,285, so that more than a third of its operating profits during 
that period went into the Federal income-tax bucket. 

A second business, which is interesting, I think, and typical, started 
in a man’s basement. He and his wife ran it. It is a partnership. 
It has been very successful. It made in the last 9 years $315,000, paid 
$112,000 in Federal income taxes. The man has had to expand his 
business. He has 30 employees now. He bought and sold a factory 
building because it became inadequate. He is building a new factory 
building. He is pledging all of his personal life insurance, his home, 
everything he has, to pay the down payment on the new factory build- 
ing, and it will all be heavily in debt. This man has made a very 
successful business of this small enterprise. But, because he hasn’t 
been allowed to retain more of his earnings in the business, he is put- 
ting himself in a really precarious position. If we should have a 
depression suddenly here, this man might lose all the effort he has put 
into this thing over a period of 10 or 15 years. 

I cite 6 cases here, and you will have the full figures here, 4 corpora- 
tions, 2 partnerships. They made $1,528,000, in an average period of 
7 years. They paid $593,000, more than a third of it, in income taxes. 
They have all had difficulty finding operating capital during those 
years, and they are all in heavy debt at this time, except one 
corporation. 

Gentlemen, it seems to me that these cases point up the major prob- 
lem that small business has. They have been getting bank credit, it is 
true, but they have been getting it during a period when bank credit 
has been rather easy to get. If it should come to a period of difficulty, 
these worthy companies, one of them with good earnings, every one of 
them with know-how to do the job they are doing, every one of them 
people who have proven their ability, and their ability not only to 
make and earn out of a small company, to grow, these folks may come 
to a credit point where they will have to give up and quit, as this first 
corporation sold out toa larger unit. He simply did not want to take 
the chance of carrying himself and his partner and creditors into a 
serious debt predicament. I think we should allow all such companies 
to accumulate enough from their earnings before taxes are applied 
heavily so that they can build to a sufficient level of operating capital. 

Mr. Srety-Brown. May I interrupt at that moment, sir, to ask you 
if you would mind being more specific? You have presented the 
problem very ably. I am wondering if you have specific recommenda- 
tions as regards amounts or percentages that we should consider. 

Mr. Grecory. Yes, sir. I am about to read these recommendations 
which I prepared. I think we should lower the normal tax and sur- 
tax rates for corporations in the intial years of their existence, all 
corporations. 

I have not supplied figures. I think the taxes should be as low as 
possible in the initial years, the initial 5 to 10 years. We used to have 
a rule in the bank which was pretty general that we would lend no new 
corporation of less than 3 years standing any money for the simple 
reason it took 3 years to find out whether they were functioning right 
or not. We didn’t get a history for less than 3 years. That wasn’t a 
hard and fast rule, but it is pretty generally followed by bank-credit 
men today. If they haven’t had 3 years of successful experience, it is 
hard to get credit. I think in at least 5 years of their early experience 
they should be free of taxes or have very low taxes. There should be 
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an elimination of the accelerated payment provision of corporate in- 
come taxes ne the option of equal monthly installments. There 
should be a clear definition of the conditions and limitations under 
which section 102 surtax on improperly accumulated earnings would 
be imposed. That should be clearly and definitely explained to you 
so that we know what we have to do. We should extend the carry- 
back provision for operating loss. 

I think we should graduate on a very low figure the corporate income 
tax rates up to $100,000, enabling small business to finance expansion 
out of earnings. I think we should allow taxpayers to more rapidly 
charge off plant and equipment by permitting the election of any 
depreciation rate desired up to 20 percent a year. I think we should 
eliminate double taxation of dividends by allowing small corpora- 
tions the option of being taxed as partnerships and allow partnerships 
or individual proprietorships the option of being taxed as corpora- 
tions. There is a great deal of shifting back and forth in those two 
classifications because of inequity which may exist at any time. I think 
we should provide a more equitable and satisfactory relief condition 
for small corporations under the excess-profits tax. 

Now, as to banks: Specifically, banks should be allowed greater loss 
reserve deductions. We should be allowed to put into our ¢ apital base, 
if we continue with excess profits, some equivalent to the building and 
loan associations. In other words, we should be given tax equality 
with our competition, the building and loan associations. And finally, 
banks should be adjusted over a business cycle from boom to boom. 
We have periods of feast and periods of famine. It is evident in our 
business that we suffer more than any other business from the boom 
and depression and that we should have some way to charge that off. 
In 1932 a bank I was with charged off over $600,000 on its bond 
account. It was a small bank. It took us more than 3 years and a 
lot of good luck to gain that back and we paid $40,000 in income taxes 
even in those days on the earnings that we got back. 

Gentlemen, I will supply you with this schedule. It will be in your 
hands in the next day or two. Anything else that I can supply from 
the notes, any other information, I will be glad to supply. 

Thank you very much for your attention and the opportunity to be 
here. 

Mr. See_y-Brown. Would you remain just a minute, please? There 
are members of the committee who may wish to ask questions. Mr. 
Sheehan ? 

Mr. Sueenan. Mr. Gregory, in order to get on the record here, be- 
cause we are beginning these hearings on some of the functions of 
the bank, so we may have them in the hearings, I would like to ask you 
a couple of questions along that line. In your capacity as a banker, in 
your group of bankers there, would you mind telling the committee 
offhand your policy on loaning money to the sm: ler corporations ? 
Primarily you loan money for current operating operations and not 
capital investment ; is that right ? 

Mr. Grecory. Yes, sir. 

Mr. SHeeHan. Will you detail that? 

Mr. Grecory. Yes, sir. It is the biggest problem we face in bank- 
ing, and one which we face every single day. It is the hardest thing 
in the world to explain because you can’t explain to a man why you 
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mustn’t lend him when he needs money. He comes because he wants 
money desperately and then you tell him because he does need it so 
desperately you can’t lend it to him. Actually, we must lend our 
money to get it back within a short period of time from the operation 
of the business. In other words, it must be turning over constantly 
and coming back into the business. If the man needs it to expand, if 
in the process of growing his inventories, his receivables, and even 
his building are going to increase in value and he is putting the bank’s 
money into those things, there isn’t any possible way we can ever get 
our money back. We are in partnership with him. Actually, what 
we must try to do is to lend the man who will get the money back out 
of the sale of his inventory at seasonal levels. But the seasonal levels 
are disappearing in business, gentlemen. In my day, when I began 
the banking business in St. Louis, we were a jobber town. Everybody 
bought for a season. You came in the spring and bought the spring 
season and paid off that fall. But that isn’t the way it is any more. 
The retailer today buys from hand to mouth. He buys what he needs. 
He keeps just as close a level of inventory cost and receivable height 
as he possibly can because that business of going up and down is 
unprofitable. 

Mr. Sueenan. In other words, the individual business firm cannot 
go to his bank and get any money, relatively speaking, to expand his 
business. It is only for the cyclical needs? 

Mr. Grecory. That is right, for seasonal or cyclical needs. That 
is basically what he should do. Actually we go beyond that. We lend 
a good bit for capital purposes, and occasionally we get caught doing 
it. The examiners don’t like that sort of thing, of course. 

Mr. Surenan. That helps us straighten out our committee think 
ing, so that we know that the banks cannot be relied upon, due to their 
operations, for promoting small business expansion in any way, shape, 
or form. 

Mr. Grecory. That is right. If they do, the banks themselves will 
be in trouble. 

Mr. Sueenan. That leads me to an interesting question: You 
stated in 7 years the earnings of your bank were $660,000, and you 
paid out in taxes over half of that, or approximately $340,000. Would 
not a little more liberal policy on the bank to small business, taking 
chances, if you will, be better for small business? It will help them, 
and looking at it coldly you could afford to take a chance and have 
a little more loss because the banks themselves would not absorb it, 
but the taxpayers as such would absorb it. 

Mr. Grecory. You are right, sir. The reason we were able to earn 
the $660,000 is that we did take some chances in that period. With the 
full understanding of my board of directors I loaned a good deal of 
money on capital loans in that period, feeling that the cycle was on 
the upswing. But beginning in the fall of 1948 we felt like we should 
begin to contract those, and we realize now we didn’t start too soon. 
We built our loans from a million dollars during this period to ten 
and three-quarters million and they now stand at five and a half. 

Mr. SuHeenan. Could you not take more chances? You had a lot 
of profits. 

Mr. Grecory. We could have, perhaps, but there must be a limit 
somewhere. We did take chances, we did make capital loans. We 
also participated in a number of RFC loans. One of these corpora- 
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tions had an RFC loan in which we participated. We set aside a 
sum of money in which we deliberately participated in small loans 
in our community, with the knowledge that it may bring heavy losses. 
Actually, it didn’t. We were lucky on our losses. 

Mr. SHeenan. As a banker, we have before the Congress a small- 
business administration bill which we are thinking of having the 
Congress contemplate in the sense of maybe having the thing passed. 
One of the things that concerns us is getting the loans to small busi- 
ness as such, because many small-business men re port their inability 
to get loans. One of the members had advanced the thought of hav 
ing some sort of revolving fund so that if the small business sets up 
in business, they would be able to get funds, but the thought was to 
work it through the banks, so that the banks would lend a hundred 
thousand dollars, of which the revolving fund would put up 50 or 
76 percent, and the bank itself would put up a certain percentage, 
on the basis that the bank would know the risk element in the com- 
munity. Do you have any thought on that ? 

Mr. Grecory. Yes, sir. That was advanced at a small-business 
hearing some years ago that I attended. The idea is sound. It has 
worked in other countries. For instance, France has an industrial 
banking system similar to that. I think it would be an excellent 
means of getting that sort of capital to small business. Small busi- 
ness does not have at the present time the proper source of capital 
funds, risk capital funds, and such an organization as you mentioned, 
such a fund as you mentioned, properly managed should be profitable 
and should be very, very helpful. 

Mr. Surenan. Thank you. 

You mentioned something about extending the carryback provisions 
of the tax law. At the present time as I understand it is 2 years 
that you can carry back your process. Do you have a specific recom- 
mendation on that point ? 

Mr. Grecory. In the case of banks, it should be for the cycle, boom 
to boom. 

Mr. Sueenan. That might be 25 years. 

Mr. Grecory. I realize that. It could be shorter, and it could be 
longer. The difficulty is that there is no way of measuring that 
cycle. 

Mr. Sueenan. We have to be practical. We couldn’t dare recom 
mend a cycle. 

Mr. Grecory. I think it should be at least 10 years. 

Mr. Sueenan. I have one other question. You stated something 
about the idea, the taxes, of putting the banks on a tax-equal basis 
with building and loan associations. 

Mr. Greoory. Yes. 

Mr. Sreenan. Banks and building and loan associations are serv- 
ing two entirely different functions. 

Mr. Grecory. Presumably, but we are competing for the same dol 
lar, unfortunately, and the reason we are competing for the same 
savings of people generally is that there is a general assumption, 
which is erroneous, that the insurance provisions and the purposes 
of the building and loan savings deposits are identical with that of 
the bank. They use the term “savings” in building and loan adver- 
tising. Actually, the building and loan is an investment in a stock, 
and the chance provision 
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Mr. Sueenan. And, therefore, they should pay more interest than 
the banks. 

Mr. Grecory. They should, perhaps, and they take a greater risk 
in the type of investment they indulge in. But the general public 
doesn’t know that, and many banks are cowardly enough to think that 
they have to offer as much as a building and loan in order to get the 
funds into the bank. 

Mr. Srety-Brown. Would you yield at that point ? 

Mr. SuezHan. Yes. 

Mr. Seety-Brown. I would like to ask a question in connection with 
that. 

Do you have any severe competition from cooperative credit unions? 

Mr. Grecorr. Not severe, but it is growing. It is not severe but 
growing, at this point. 

Mr. SHeenan. You made another point of the idea of clarifying 
section 102 of the internal revenue laws which is the undue accumu- 
lation of surplus. As we understand it in our committee, section 102 
does not affect large corporations very much. Through the basis of 
the years, they have sufficient expansion of plant and everything that 
they do not accumulate. Mainly, its practical aspect has been to hurt 
the small corporation. But as such it has not hurt them too much, be- 
cause it is more or less a club that has not been applied too much. Do 
you have any specific recommendations of how to clarify section 102? 

Mr. Grecory. I think it should be so clearly written—I mean I 
think it should be so clearly defined and limited so that a man can tell 
when he has a limit. I have a case in hand now, and I probably should 
not make it public, where a man has, through an error of his account- 
ant, apparently developed an excessive amount of surplus that would 
subject him to this 102. In order to get rid of it, he is having to declare 
stock dividends, or having to declare dividends and pay taxes on them 
personally. It is a little corporation. It is a considerable hardship 
on him and it was his accountant’s error. 

Mr. Sueenan. Insofar as the practical effect of section 102 has been 
to affect small business instead of large business, would you want to 
go on record and get rid of that entirely ? 

Mr. Grecory. I think so. In fact, it does handicap the very thing 
we are talking about here, the accumulation of earnings in business. 

Mr. SHEEHAN. Of course, you might accumulate an undue amount 
of surplus over 2 or 3 years, if you decide to expand, and then if the 
Government takes it away from you, you can’t expand. 

Mr. Grecory. Yes, sir. 

Mr. Sueenan. That is all. 

Mr. Hosmer. You suggested a gradation of corporate income taxes 
up to $100,000. Do you have any specific recommendations as to per- 
centages on that ? 

Mr. Grecory. No,sir. I don’t feel competent to make those. I think 
the tax on amounts of less than $100,000 per annum should be very, 
very low, because those corporations are the ones who either should 
grow or they will eliminate themselves. 

Mr. Hosmer. You also suggested a change in the depreciation where 
you would be allowed to select your own depreciation up to 20 percent 
per year. In that connection, I am wondering if there might not be 
a difficulty, and I would like your judgment on it. Where some firms 
are apt to jump in and take all the depreciation they can in the first 5 
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years, and then they run into the 6-year where they don’t have the 
depreciation avail: ible and might be in a bad fiscal situation. What is 
your judgment on that? 

Mr. Grecory. I am giving you my personal answer to that. The 
provision I offered here was rather from the people I represent than 
it was from me personally. I quite agree with you that situations 
can arise where a company can get into trouble by overdepreciating 
in a 5-year period and then find themselves in a more difficult period 
for the next 5 years of growth and strength to help them over that 
second 5. 

Mr. Hosmer. It is pretty much of a tossup, is it not? 

Mr. Grecory. Yes, sir. 

Mr. Hosmer. Thank you. 

Mr. Seety-Brown. Sir, would you advise us as to your official 
position in your bank ¢ 

Mr. Gregory. I am president of the Easton Taylor Trust Co, 

Mr. Seety-Brown. You are ae nt of the concern ? 

Mr. Gregory. Yes, sir. 

Mr. Seety-Brown. Thank you very much. 

I might say before I call the next witness that we are very pleased 
and fortunate in having here Mr. E. R. Dale, from the sureau of 
Internal Revenue. He is here to answer any questions that may 
develop, questions involving procedures and techniques. Mr. Dale, 
would you please stand up? Mr. Dale will be here so that any mem- 
bers of the committee, or the businessmen who have come he re, may 
ask him technical questions or detailed questions regarding proce- 
dures. I am sure he will be here to provide any helpful information 
he can to anybody who might wish to question him. 

Mr. Srety-Brown. The next witness will be Mr. Robert H. Caffee, 
of the Printing Industry of America. 


STATEMENT OF ROBERT H. CAFFEE, REPRESENTING THE PRINTING 
INDUSTRY OF AMERICA, PITTSBURGH, PA. 


Mr. Carree. Mr. Chairman and gentlemen: I should like to iden- 
tify myself further. I am president of a printing company in Pitts- 
burgh, and the name of the company is the William G. Johnston Co., 
which ‘happens to be a company that is 135 years old. Incidentally, 
my connection with it is not quite that long! In addition to the 
fact that I represent the Printing Industry of America, I am also 
past president of the Printing Industry of America. 

‘The Printing Industry of America is a very large trade organiza- 
tion representing the printing industry that numbers close to. 30,000 
companies. Our own membership isa fraction of that, approximately 
4,000. However, these 4,000 companies produce somewhere around 
70 percent of the ‘total volume of printing. 

It may be interesting to you to know that I got part of my own 
past experience right here in this neighborhood, hi ving been a tele- 
phone page for 6 years. 

Mr. SEELy-Brown. We are glad you are here with us this morning. 

Mr. Carrer. I do not have a complete statement for you. I'am 
going to talk from notes. You have a copy of the notes. 

What I had planned to cover primarily is a look at small business 
as a whole, some of the principles that seemed to us to be applicable 
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to the laws affecting small business, and what we feel would be some 
specific help to the group that we represent. 1 will use personal 
re fe ‘rences as well. 

Briefly, I think it would be well for us to get on the record that it 
is our conception that small business is not a group, but we think of 
them in terms of being people and every one is an individual. It may 
be aman or woman. It is a person who has an idea that he wants to 
go into business for himself, or he may want to be independent. 

I had, just recently, a foreman in our offset press room, who is out 
now in business for himself. We were sorry to lose him, but he had 
the idea that he wanted to go in his own business. In other instances, 
individuals have had an idea that there is some product that they 
could develop; or, as in the case of this foreman, he just thought he 
could do things better on his own. 

There are many ideas that influence an individual to start out in 
business for himself. I think that is the nature of the beast that you 
have in these people. They have the most terrific ambition of any 
group in this country. That seems to be a typical characteristic be- 
cause all of them are willing to put in hours and hours of hard work, 
and they have, I think, a driving force in that they have a burning 
desire to succeed. They are willing to undertake these hards hips to 
succeed. 

Their normal expectancy, of course, is to provide money for the 
necessities and the pleasures and the comforts for themselves and 
their family. I think that influences them, and in almost every case 
they are partic ‘ularly anxious to build up a reserve on their own for 
later years. They, in turn, when they get to be further along in life, 
will be independent rather than having to depend on someone else. 
This further characterizes their independence. 

Lastly, I think these individuals have a very burning desire to per- 
petuate ‘anything that they build, so that it does continue and the *y can 
pass it on to their heirs. I think it is a very interesting deve lopme nt 
to find their interest in perpetuating the organization keys in with 
their interest in their employees. In many instances the concern has 
been more for the jobs of their employees than it has been for their 
own investment and their own heirs. 

Certainly you must know that every small-business man is inherently 
a gambler. Tf he was not a gambler, he would not go in business. As 
a gambler I think that he is most interested in having a return if he 
wins. As Iam sure you know, the first few years that a man starts 
in business, he is taking a terrific risk. 

[ like the idea, as far as the record is concerned, of saying that in 
my own case I had no business connections, no family connections, and 
as I told you, I started out and went through high school while I was 
working here as a page. With that start an opportunity existed and 
I was able to get ahes ad. This opportunity exists in America without 
respect to difference in race or creed. I think we should never lose 
sight of that. 

So much for these generalities. If I understand correctly the pur- 
pose of these hear ings, it is my intention to try to cover what kind of 
laws would be particularly helpful to this group. Am I correct in that ? 

Mr. Seetey-Brown. That is correct. 

Mr. Carrer. The first item I should like to cover is a few principles 
that seem to reflect the experience that I have had and the association 
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that I have had with many persons in my industry. Invariably, the 
greatest complaints seem to be that they are interfered with in their 
effort to try to get ahead and to make a go of their business. Primarily 
they want to be left alone. They have many problems in connection 
with sales and production and handling their people, and they want 
to concentrate where it means most. 

Generally speaking, the average person who goes in business has 
the utmost confidence in himself. He really is not worried about the 
size of his competitors or what his competitors are doing. He has 
the utmost confidence in his own ability to meet these situations. 

A second point is the matter of fairness in taxation. The reflection 
of opinion that I have found is that these people generally do not like 
the idea that if they grow more successful that they have to pay a 
higher rate of tax. The graduated tax and penalizing them as they 
develop more success and develop the size of their business and develop 
the profits of their business—they, in turn, have to pay a much higher 
percentage of taxes, and, as is the case in m: iny instances, the amount 
retained is much less than the amount paid in tax. 

To cite my own case again, my taxes last year—income taxes, State 
and Federal—were $160,000 and my net earnings were $85,000. ‘This 
is on almost $214 million worth of business. 

Small-business men ask for fair play and that doesn’t need further 
enlargement. All they want is an even break. 

It seems to me that my personal experience indicates that most 
small-business men resent laws which have been predicated or con 
ceived on the anticipation that the small-business man wants favors or 
that he wants handouts. I have found a great deal of resentment to 
that. Actually, I think that you will find that this group would rather 
hold their heads up and earn what they get and then be able to retain 
what they earn, or at least a reasonable percentage of it. They want 
to earn their benefits and not get them in any other way. 

It would be well, also, to see if we can agree on this point: That 
the small fellow, as a rule, does not think of himself as small. He 
thinks of himself only as a person who started out to do something 
and as he goes along he wants to do more and he wants to get bigger. 
Growth is very much a part of his thinking. He is desirous of reach- 
ing a point of some of these larger corporations if he can do it through 
his own efforts, and do it soundly. 

I think that really is one of the incentives that has made our econ- 
omy as dynamic as it is. There again, that desire for growth and 
going out after the capital, as difficult as it is, has provided investment 
opportunities, and along with it, employment opportunities. 

A great deal of concern expressed today is with regard to what hap- 
pens to a business if a man dies. Not only is the small-business man 
thinking of what would happen if he dies, but he is thinking of what 
he can do to prevent his business from being liquidated at the time of 
his death. The result is that you have consolidations and you have 
sales of smaller businesses when the sales on the merits of the case 
are not necessarily desirable from the standpoint of the person who has 
sold. Hence smaller compen are being forced out of business be 
cause of inequitable inheritance tax laws. 

Growth, of course, requires inoney from profits and those profits 
have to be held in the business to purchase equipment. They have to 
be retained for working capital, and they have to be at hand for all 
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of the other normal operations when a business is closely held. To 
me, I think, this is a key point in small business in closely held 
companies in contrast to broad distribution of ownership. When 
the business is closely held the assets of the business are in machinery, 
in inventory, and in other like tangible items. They are not just 
cash lying around loose. 

Because of the present inheritance tax laws many businesses have 
been liquidated. 1f they haven’t been liquitated, the ownership of the 
share of the business represented by the person who is deceased has 
been sold on a distress basis. On that distress basis, the equity in the 
business practically disappears, even though the business may con- 
tinue. I can cite one case in Pittsburgh that happened just recently. 
The name of the company was Booth and Flynn, and the whole busi- 
ness was prac tic ally givenaway. It was the only way out. It repre- 
sented about a $3 million investment that just went completely by the 
board. 

In approaching suggestions to assist smal] business, I am inclined 
to say that you cannot escape the importance of the t tax aspect of 
the problem to really get to the meat of the difficulties that are most 
prominent with us in our industry. 

Aids, such as you have been referred to earlier with respect to the 
matter of getting some loans through banks or through RFC, or as I 
have been approached in the past by representatives of the Department 
of Commerce, or others offering to help me get Government orders— 
do I need anything? This type of service may be helpful to some 
industries, but as far as being meaningful to me, and to our industry, 
it just does not touch the real meat of our problem. 

On the tax considerations, the first thing that I would recommend 
to you, gentlemen, is that you do keep the ‘door open for more people 
to start in business. That means some allowance on the first dollars of 
income. Now, exactly how you work it out, I cannot say. However, 
I would certainly consider a minimum of a $25,000 figure which would 
be taxed only on a reduced basis lower than the present normal tax, 
and most certainly no surtax. However, I am not rec ae at 
this point that all of the normal tax be completely excluded, but it 
should be reduced to encourage new, small enterprise. I think most 
people want to pay some tax, but they don’t want the tax to be a 
deterrent to growth. 

The principle, however, I want to stress is that we feel that what- 
ever you do in your final determinations, and whatever your recom- 
mendations m: iy be, consideration should be given to the fact that the 
new fellow starting out has got a tough road ahead, and the mortality 
in the first years of any enterprise is terrifically high. I think you 
gentlemen are all acqu: tinted with that. There should be encourage- 
ment for new enterprise. 

Secondly, this is something which I think has a little bit of magic 
or appeal. It is a hunch and it isa feeling. I believe this principle 
to be a summary of something that has been said in a great many 
ways. My recommendation is ‘this: That consideration be given this 
50-percent figure in the thinking of the small-business man. If the 
small-business man thinks he has a 50-50 chance, or he is going to 
retain 50 percent of what he earns, and he thinks perhaps he has a 
good deal, his thinking changes very radically. If he is not per- 
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mitted to retain at least 50 percent of what he earns, he undertakes 
various activities simply to avoid taxes. 

If he thinks he is getting a fair share—and the 50-percent figure, I 
say, is a magic figure—the tax should not exceed 50 percent if you 
desire to have the small-business man conduct his business on straight 
thinking and sound judgment. 

My next point has to do with depreciation. My recommendation 
to you gentlemen is that we do give recognition to inflation and de- 
flation. That is, inflation and deflation in determining costs and 
profits. The replacement of the equipment, which is depreciation 
and usage, is in the operation of all business, just as vital a part of 
costs and staying healthy or just holding your own, as the cost of 
wages. 

Now, my recommendation on this is that the prices of new ma- 
chinery could very well be a way of keeping this depreciation ques- 
tion as current with actual cost. I cite my own case: I have an invest- 
ment at its original cost of $483,000 in our business. I had an ap- 
praisal made last year of what it would cost to replace that equipment, 
and that appraisal showed $965,000. On my books at the present 
time is a depreciation figure of $291,000. The $483,000 is the basis 
for our depreciation schedule. It is quite true that I will use that; 
but if I replaced the present equipment at that rate, I could only 
replace half of it. That is a real squeeze, gentlemen, on your small- 
business man, and particularly on small manufacturers. 

I do not think I am qualified to go into all of the phases of the 
technicalities of establishing current replacement cost as against 
original purchase price. However, when you take this as inflation 
and deflation, it is true that we go up and we come down, but as it is 
rising we woulel be current, and as it is going down we would be like- 
wise current. One of the biggest problems which faces us is when 
we have inflation; hence, the economy is moving. ‘The present depre- 
ciation practice is static and thus is unrealistic. Do you follow me? 

Mr. See.y-Brown. Certainly. 

Mr. Carrer. Now, the fourth point that I have has to do with the 
excess-profits tax, and I hate to belabor it, gentlemen. I have in my 
own annual report one statement that 1 would like to read to you. 
I mentioned to you that our profit was $86,000 and our tax was $160,- 
882. The income-tax bills from the State of Pennsylvania and the 
Federal Government added up to $160,882, almost double the amount 
that we have left. This is 6.86 percent of the sales dollar that went 
out in taxes. It gave the Government a nice return from our opera- 
tions and investment without any risk on their part. 

Now the Federal tax rate on part of our profit has been 82 cents 
of each dollar. This is after the State of Pennsylvania put in its 
claim for 4 cents. That rate has gone up, by the way, this year, too. 

We maintain that we find this particularly distasteful because of 
what it does to us as compared to other companies. 

Now we don’t want to avoid paying our share of the necessary 
costs of Government, and I don’t think any of us inherently do. How- 
ever, we are paying at this rate 30 cents additional, or more than 
other companies who have been, let us say, operating on a static basis. 
They may have had a good base period, and they may have just stayed 
static as far as their volume is concerned, and our sales curve has 
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been up. Because our sales curve has been up, we are paying this 
rate in addition to the others. Moreover, we are definitely being 
penalized to the extent of that 30 cents as against the rate being paid 
by others who, because of circumstances, happen to be on a level basis. 
The fact that our sales are up, I think you should recognize. We have 
been progressive and hence we have provided additional jobs. We 
have taken a risk in purchasing additional equipment. All of that, 
then, has put us up in this other bracket. 

We think this is a gross inequity in taxing procedure, and certainly 
! think you would understand that it does tend to eliminate incentive. 
Anything that eliminates incentive, such as excess-profits taxes, calls 
for some further consideration in the taxing procedure and putting 
it on a sounder basis. 

I would go this far with regard to the excess-profits tax: I would 
make a recommendation that it would be a very desirable move for 
this committee to go on record—and I say on record at the present 
time if it is possible—as favoring the elimination of this tax on 
June 380; that there should be no possibility of extending it beyond 
that date. 

I think it would be a very practical step in assisting small business 
in a very big way, if you took a position in that direction. 

My fifth point, and this ties in somewhat with the gentleman who 
preceded me; what he had to say with regard to bank loans. This 
present regulation, this so-called Mills plan of accelerated payment 
ot taxes, is driving us to banks. 

Now we have historically measured our working capital over a 
period of the next year, during which, of course, we have been earn- 
ing some additional profits. As we earn these profits, some of the 
tax payments have become due. Now the tax payments are moved 
up so close to the first of the year, and this whole plan is moving up 
prior to July 1, I believe in the final period, that it is actually taking 
money that we have been using as working capital. It is cash, in 
other words. In taking out our working capital, we in turn have 
had to find some other way of getting it. 

Your discussion regarding equity capital is not available to us small- 
business men, and, therefore, the banking activity, going there for 
the loans, seems to be about the only alternative that we have. It is 
forcing more borrowing, just on that one provision. That, I think, 
is of great consequence to many, many small businesses. 

My sixth point is that we encourage expansion by permitting some 
percent of profits to be excluded from tax computations of profit if it 
is used for expansion purposes. This parallels somewhat the recom- 
mendations made by these other gentlemen, and I do not think it is 
necessary to expand that. 

I have not arrived at a percentage or a figure; I am referring to your 
discussion on that subject. I have given thought to it, but I must say 
that whether it is a $5,000 figure, or a $10,000 figure, or a 5 percent or 
2 percent, I do not feel qualified to make a legitimate recommendation 
as to the exact amount. 

[ do think, however, that the principle of encouraging expansion by 
giving at least some allowance which makes it apparent to the man- 
ager of a small business that some portion of the profits are put into 
expansion, that you have a very sound principle on which to make 
some recommendations. 
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Now, the effect of it on the tax income I think would certainly have 
to be weighed, and there again I say, however, that if it is sound in 
principle and encourages expansion, it occurs to me that you would 
not in the long run lose tax revenues. Because, as one expands, his 
total activity goes up. As activity goes up you have a broader base on 
which to levy your taxes. 

The seventh point that I would make is again on the point brought 
up before, and that is double taxation on corporation dividends. It is 
very disturbing and it has a bearing on the thinking of your small- 
business man. I think I would summarize it by saying that double 
taxation does not seem to be inherently a good way of getting tax 
income. 

The eighth point is a matter of the revision of the inheritance-tax 
laws. I would suggest that we provide a different method of com- 
puting the value of holdings that are in unlisted stocks. 

Now, unlisted stocks are primarily stocks of the small companies. 
In any holdings of larger companies, the stocks have a market value, 
and a quotation as of a date, but you never have that in smaller com- 
panies. When the tax people come in they use several methods. It 
appears as though the tax lawyers love that provision of the tax law 
above almost everything else because it inevitably winds up with 
litigation. 

As a suggestion, there may be an earnings base that could be arrived 
at, some definite establishment of an earnings base, say a 5-year 
average, ; 

The last recomm dation that I have is in regard to section 102. 
Many, many times in our meetings we have wondered and have been 
most uncertain about our actions because of the fear of what may be 
interpreted by an internal-revenue examiner. The Revenue Code, as 
I understand it, does not fix any figure. However, in the minds of 
many, many businessmen there has been enough publicity given to this 
70-percent figure that even though it may not be it actually, that is the 
idea that many of them have with regard to the portion of dividend 
that is to be disbursed. 

Well, a recommendation was made previously that you do eliminate 
that provision, that 102 provision, and I heartily endorse that, 
gentlemen. 

I would like to make one comment on banking. It so happens that 
I have been a director of a small bank with 10 million deposits. We 
recently sold that bank to one of the larger banks. It was sold 
tothe Mellon Bank. Between two banks in Pittsburgh, the Mellon and 
the Peoples First National, there have been at least 10 banks sold. 
The basis of the sale has been on the book value with no consideration 
of future earnings. The sole reason for the sales, gentlemen, is that 
with the manner in which banks must operate—that is, they have to 
keep a reserve and build up a reserve of capital or surplus to go along 
with their profits to keep their ratios proper—that means that a very 
high percentage of earnings on banks goes normally to capital. 

Dividends paid by banks as compared to their total earnings are at 
a very low figure. Anyone who has an investment in a bank can get 
it out only through liquidation or some sale at the time of death. 

Now, the sale at the time of death again gets into a distressed sale. 
The result of it is that the actual assets represented, the value of the 
stock in the bank, is obtainable only through a sale while you are still 
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operating, with the result that you are pushing a lot of these small 
banks into lafger chains. It is not the initiative of the larger bank 
to acquire smaller units that precipitates sales. It starts with the 
thinking of the smaller banker because of forseeable difficulties. 

sriefly, I should like to give you what our actual profit experience 
has been in the printing industry. We talk about the portion that 
goes out in taxes, but we have ratio figures for our industry contained 
in this book, Ratios for Printing Management. 

In 1951, the net profit of the companies reporting—and there were 
somewhere around over 800—was 3.37 percent of sales. The taxes 
were 3.19. I beg your pardon, I gave you my own figures for 1951. 
The industry ratios were 3.24 in taxes, and 3.96, less than 4 percent. 
That was the net profit and thet: ixes ran 3.324. 

Our own experience in 1951 closely paralleled this industry figure. 
In 1952 as a result of this excess profits tax, we paid 6.86 in taxes 
against 3.67. 

“Certainly you ought to know that here is an industry as big as the 
printing industry that has such a low profit experience as normal. 

What I have given you, I believe, does represent the needs of the 
largest group of small manufacturers in the country. It is generally 
conceded that the printing business which is essentially a manufactur- 
ing business, even though there is a service aspect, is the largest group 
of small manufacturers in the country. I do believe, further, that we 
have had some fundamental] presentations here, not asking for favors, 
and not asking for anything that is not in the interest of other groups 
of taxpayers. I can say w vith all sincerity that we do, every one of 
us, wish individually to pay our share of the necessary costs of Gov- 
ernment and defense. 

I think all of your small-business men are critical of the expendi- 
tures. We would like to see that weighed carefully. If it is deter- 
mined that it is needed for defense particularly, and the necessary 
cost of Government, I think the industries and the groups I have 
talked to certainly are willing to pay their share. 

They would, however, like to have it placed on some basis that 
would permit them to continue to stay healthy and expand in a way 
that gives them a proper return as well as help the entire economy. 

I do think that this type of procedure will insure future revenues. 
I believe that is a point of great concern today. If the present base 
is continued and we have a falling off in business, I think corporation 
incomes will show a terrific drop. I believe it will cause a great 
deal more concern than if you make some of these adjustments in 
the base that will permit them to go ahead and temper their opera- 
tions to some extent through your recommendations and through the 
modifications in these tax procedures. I do think it is most important 
to us and to you to keep American business healthy and expanding. 

And last, the point I made originally, small-business men are not 
a group. We are talking now about individuals and we are talking 
about human beings and the tax laws. Taking that human nature 
aspect into account, getting the best reactions that you can, and keep- 
ing these fellows individually driving, will produce results that I 
think we will all be happy with. 

Certainly I would be very happy to answer any questions. 

Mr. Srrty-Brown. Before the committee will ask you any ques- 
tions, I would like to make an announcement for the benefit of wit- 
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nesses who will follow. We are obtaining permission, and I am sure 
it will be granted, so that this committee may continue to sit while 
Congress is in session. We went into session at 11 o’clock and it is 
our hope that the committee will continue on at least until 12:30, 
and then we will take a brief recess and continue to make sure that 
all witnesses who are scheduled to appear today will be given that 
opportunity. 

I would like to ask you one question, Mr. Caffee. Your third point, 
I believe, had something to do with recognizing inflation or deflation 
in determining costs and profits. I am sure that everyone is sympa- 
thetic to the problem as you have presented it. The question I have 
in my mind is: Is that not the problem which will come from any 
other factors which we can use to establish our whole economy? In 
other words, do you actually believe that the tax structure can be 
flexible enough to follow along the humps and the valleys? 

Mr. Carrer. Well, I would try to answer you this way, Mr. Chair- 
man, and that is that this is definitely a part of cost. It is either 
allowable cost or allowable cost by the taxing authorities. You may 
do something in another direction but how can you escape the fact 
that this becomes involved when your income-tax returns are 
prepared ¢ 

Mr. Sreety-Brown. I gathered from your testimony that what you 
are trying to do is see if we cannot stabilize our economy on a level 
basis rather than to have the periods of the humps and valleys of 
inflation and deflation. 

The question in my mind is whether or not that stability can be 
brought about by tax legislation. 

Mr. Carrer. Well, establishing the economy, I think we all agree 
on, but we do not agree on how you do it. It so happens that my 
belief regarding the stabilization of the economy is that your health 
and grow vth of business is the prime element. 

Mr. Srety-Brown. I am sure of that. 

Mr. Carrere. Now, if the realistic costs are the basis for taxes, it 
sees to me that you are coming ¢ desert to making your taxes realistic 
with the current date. I have to confess again that I am not a tax 
expert. I am not qualified to determine just exactly how you would 
do it and how you might answer some of the questions. It may be 
completely not feasible in practice. 

Mr. Serty-Brown. I think we can agree that is the goal. It may 
be that you have outlined the correct method, but there is still a ques- 
tion in my mind as to the best method to follow. 

Mr. SuHeenan. You mentioned something in your beginning state- 
ment about fairness in taxation. You were trying to bring out the 
thought, I think, that the bigger size of the corporation and the more 
profits it makes, the more taxes it pays. But they do have, under the 
present tax laws, fairness in taxation in that the minute you get over 
a 000, everyone is taxed alike. There are no graduations above 

5,000 except for the excess-profits tax. So you do have fairness. 

Vili @xbson: My comment, I think you would understand, is directed 
mostly at the excess-profits taxes. 

Mr. SHeenan. And you did bring out very well the fact that the 
excess-profits tax acts as a deterrent on business because, as you said, 
thereis a penalty for expansion and aggressiveness and incentiveness. 
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Now, apply it to your own business. You, in several of the past 
vears, have been in the excess-profits-tax bracket, is that right? 

Mr. Carrer. No, sir. 

Mr. Sueenan. You have not been? 

Mr. Carrer. No; I was in 1943 or 1944 or 1945. In 1952 in our own 
individual case, was the first year, and these recent years we were in 
the excess-profits tax. 

Mr. Sueenan. Last year you were in the excess-profits-tax bracket, 
whereupon, at a certain point in your profits the Government took 82 
cents out of every dollar. 

Mr. Carrer. And don’t forget the State. 

Mr. Sueenan. So that from your own philosophy of business and 
from your own reaction, would you be willing to keep on expanding 
and building your business if you have to continue paying 82 cents out 
of every dollar ¢ 

Mr. Carrer. I am faced with that problem right at the moment. 
I have no doubt that everyone else is faced with it. In our own organ- 
ization we have been debating as to whether to put up a new building, 

additional space, and whe ther to purchase new equipment. We have 
decided to buy in spite taxes, $100,000 worth of additional equipment 
this year. One is a press, and a printing press is not cheap any more. 
This 1 press costs us $75,000—and just 1 printing press. 

The other is a piece of cutting equipment that will cost in the 
neighborhood of $20,000 and by the time you get through with the 
installation you have $100,000 involved. 

Our sole reason for doing it was that we had momentum in our 
sales department. We have actually been growing. We have gone 
actually from 1943 to 1952, from $300,000 sales to ‘almost $2.350,000. 
That is an expansion of $2 million. 

Now, do you stop that momentum? Do you change your competi 
tive position in the industry because of the removal of incentive to go 
further as far as income is concerned, or do you go ahead anyway 
and hope that somebody will recognize that this is being done only 
because you just do not dare stop if you are going to continue to run 
and develop a healthy business? A healthy business usually is a busi- 
ness that is growing. 

Mr. Sueenan. Did the fact that the excess-profits tax law was 
supposed to die influence your judgment ? 

Mr. Carrer. Yes, sir. 

Mr. SuHeeHan. You based your plant expansion on the idea that 
there would be not excess profits after June 30? 

Mr. Carrer. If we had felt that that would be a continuing thing, 
that is where our interest in the last election probably centered to 
some extent, the continuation of that, I am sure, would have thrown 
us the other way, in spite of the fact that it is not a black and white 
decision. That is the point that I would like to make. 

Mr. SHEEHAN. You also stated that in your opinion you are willing 
to gamble on a 50-50 basis and under the present tax laws as set up, 
if we forget about the excess-profits tax with the normal tax at 30 
percent and the surtax on profits over $25,000 at 22 percent. There 
is a total of 52 percent in taxes, and you still think that that would 
be fair and equitable to pay 52 percent in taxes on a 50-50 basis. 

Mr. Carrer. I should like to segregate my point from what might 
be construed there. If the current need is at the 52-percent rate and 
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parent that we would want to pay our share along with everyone 
else. But I cite this as a principle. That the minute you get over 
your 50 percent, you do have an effect on the thinking of the business 
man. I think you begin to get into the law of diminishing returns and 


that is the only way it can be ~~ I think that it would be ap 


your taxes at that point. 


That is my opinion as to where you get dangerous on the amount 
of taxes you take out of the income of your corporation. ‘That is 
primar ily because of the fact that the thinking ch: anges there. 

Mr. SHerHan. Have there been many consolidations in your print 
ing industry with other firms, that is, old-line companies selling out 
to bigger firms? 

Mr. CarrrE. There have been some. We are all rugged individ 
ualists. There are many obstacles in putting printing companies 
together. I know of one in your State of Connecticut, the Connecticut 
Printers, in Hartford. There were two companies there that did go 
together. One was the Case, Lockwood & Brainard, and the other was 
the Kellogg-Bulkeley Co. They went together and formed a large 
unit. 

I know of another one in Boston, consolidated with one in Illinois. 

Mr. SHeenan. Was this done for purely and simply business rea- 
sons, or was it influenced by the tax setup ? 

Mr. Carrere. The tax structure entirely. I have had discussions 
with other companies regarding this matter of putting these units 
together. We are all so vulnerable and we are so concerned about it 
that we are having to divert our attention from the normal activities 
to such matters. 

I know of 15 companies personally right at the moment, that, if it 
could be worked out, probably would join together or would consoli 
date, They want to find some relief from what they know to be facing 
them. 

Mr. Sueenan. Now, this relief that you are speaking of, is it relief 
from the year-to-year taxes, or relief from the possibility of the inheri 
tance taxes on the closely — corporation y 

Mr. Carrer. Primarily it is based on the inheritance taxes. You 
see, the point has been pre tty well covered here. The original invest- 
ment is small and the growth of the business is from retained earnings. 
One company that I know of, about $25,000 around 1930, went into the 
business and he has an investment there or an actual book value in 
excess of $1 million. ‘That is all retained earnings. That is over a 
period from 1930 tothe present time. Just apply your own knowledge 
of the laws to that. 

Mr. SHeenan. In our questioning we try to bring that out, because 
it is our experience as members of the committee that too often the 
businessman has paid more and more attention to the current going 

tax structure and forgotten about the inheritance tax. When we find 
in our experience the trend toward consolidations and selling out to 
bigger corporations today, it is due not entirely but mostly to the 
inheritance taxes. That is, when the fellow dies, who runs the com 
pany, they have to liquidate the company and his only hope is that at 
the present time he goes to a big corporation and attempts to sell out 
so he can get stock which he can peddle easily, and the corporation 
still goes on. 
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Mr. Carrer. Your closely held corporation never has a market for 
its stocks. 

Mr. Sueewan. And it is the tax laws that are killing off the smaller 
corporations. If it continues, we feel it is important. There will be 
no small corporations, 

Mr. Carrer. I would make that point as strong as I know how be- 
cause it is a key point in its effect on all types of small business. 

Mr. Surenan. That is all I have. 

Mr. Hosmer. Mr. Caffee, as of January 1 of this year, we were 
faced with an lalaiteene e of about $82.3 billion of unexpended appro- 
priations and consequently those expenses, plus the current expenses 
of taking care of the Government make a great need for revenue. If 
the excess-profits tax is to expire as you recommend on June 30 of this 
year, there is going to be a considerable depletion in the amount of 
me enue. 

Now, if the fiscal policies and condition of the Government are such 
that it is needed, would you feel that from the industry standpoint, 
from the small-business standpoint, and from your own personal 
standpoint—and you can separate those in your answer—it would be 
better to extend the excess-profits tax or would it be better to raise the 
normal and surtax rates 5 to 7 percent on corporations to make up this 
ee in revenue from the expiration of the excess-profits taxes? 

I direct that question to you with this thought in mind: That we 

may be able to establish our economy and stop the inflationary tenden- 
cies better by bringing the income and outgo of the Government into 
balance than to keep it continuously out of balance. 

Mr. Carrer. I should be inclined to separate the type of taxation 
from the amount of revenue. Now, you have raised the question, I 
believe, of the amount of revenue that is needed. 

Mr. Hosmer. In brief, which of the two kinds of taxes would you 
have if you have to have one of them ? 

Mr. Carrer. My thinking stems from, first of all, a type of taxation. 
After you get a proper basis, that is, an equitable basis, then I think 
you determine the amount of revenue that is needed. If you have to 

take 52 percent or 55 percent, and can sell that to the people in this 
country—that it is needed—then you would determine how much you 
are going to raise on the various ty pes of taxes. 

The point, however, that I think is most pertinent is the fact that 
the excess-profits tax base, that type of a tax does not raise that 
revenue equitably. I should certainly hate to see it perpetuated. 

Mr. Hosmer. If necessary, you would prefer an equitable tax rather 
than an inequitable tax, and a general rise in rates would be the equit- 
able way to do it. 

Mr. Carrer. I feel that way. 

Mr. Suernam. Maybe the gentleman might have the opinion that if 
we cut our expenses, we would not have to do it either. 

Mr. Carrer. I am in favor of your $25,000 salary. 

Mr. Srety-Brown. A quorum call has been announced on the floor 
of the House and the members of the committee must report to the 
floor. 

The committee will stand in adjournment until 1:15 o’clock when 
we will resume our hearings. 

(Whereupon, at 12 noon ‘the heari ings were recessed until 1:15 p. m. 
the same day.) 
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Mr. Srety-Brown. The committee will come to order. 

The next witness is Mr. Earl Martin, representing the Allied Farm 
Equipment Manufacturers Association. 

Mr. Martin, you may proceed. 


STATEMENT OF EARL MARTIN, JR., PRESIDENT, ALLIED FARM 


EQUIPMENT MANUFACTURERS ASSOCIATION, CROWN POINT, 
IND. 


Mr. Seety-Brown. You may either read your statement or para- 
phrase it, whichever is most convenient to you. 

Mr. Martin. In the interest of your good time, I think I can save 
your time by reading it, if I might. 

My name is Earl Martin, Jr., and while I make my living as an 
employee, part owner, general sales manager of the Helix Corp., 
Crown Point, Ind., I am speaking at the moment as president of Allied 
Farm Equipment Manufacturers Association, whose membership com- 
prises approximately 250 small businesses and small-business men who 
make their living solely from the manufacture of specialized farm 
equipment. 

The need for specialization in the small-farm equipment manu- 
facturing field is obvious, I believe. Many of the larger full-line com- 
panies would find it almost impossible to manufacture the specialized 
type of equipment required locally in a state or regional area. Our 
membership represents a true cross section and is actually the cream 
of the crop of approximately 850 similar small-business men who 
similarly manufacture a specialized type of farm equipment. Our 
membership generally is divided into 3 categories—those farm equip- 
ment manufacturers who produce annual sales volumes of $500,000 or 
less, and those manufacturers who produce an annual sales volume 
of from $500,000 to $1 million, and lastly, the third category, those 
manufacturers who produce an annual sales volume of from $1 million 
to $3 million. 

Fifty percent of our membership will come in category No. 1, or 
in that classification producing $500,000 annual sales volume, or less. 
The average net profit yield of this type of business is approximate sly 
$20,000 to $25, 000. These small farm equipment manufacturers, as 
you gentlemen well know, pay approximately one-third of that amount 
in taxes. This leaves a net—after taxes—of approximately $17,000. 

The raw material inventory alone necessary to run this size of 
business is perpetual in the amount of apprixately $100,000. At this 
rate of net income, it only follows that it would take 6 years of this 
kind of profit to reestablish the inventory of this business alone. It 
seems only reasonable that the net profit be wisely reinvested in new 
inventory, which will produce more goods, and generally make pro- 
gression, which, in turn, contributes to a standard and normal growth 
of our particular business. 

However, the $17,000 net profit must be used for many other things, 
that is, new buildings, new tooling, advertising, and other general 
and normal expansion. A $17,000 net profit applied to tooling would 
do little or nothing to purchase any kind of substantial tooling at all. 
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For illustration, a 14-foot shear and brake for sheet-metal fabrica 
tion will cost $25,000. An automatic-screw machine will cost a like 
amount. Ordinary lathes, drill-press equipment, and other similar 
capital-goods investment, will require money substantially beyond a 
$17,000 net profit in order to successfully keep this type of business 
going. 

Accounts receivable is another very treacherous and rather large 
financial problem faced by the small farm equipment m: inuf: wcturers. 
In a business the size I am describing, the average daily perpetual 
accounts receivable figure required is “somewhere between $50,000 to 
$70,000. Very little, if any, then of this kind of net profit will relieve 
the necessity for bank loans or other outside capital required for this 
specific purpose alone, financing accounts receivable. 

Banks are reluctant to loan money for accounts receivable finance 
ing. Outside venture or risk capital is the only source of money in 
the amount required to buy raw inventory, finance accounts receivable, 
or buy new tooling. 

In order to attract new outside capital or venture or risk capital, 
our small-member companies must offer some kind of incentive beyond 
the $17,000 net profit attraction just mentioned, This means sacri 
ficing practically all of your personal ownership, or practically giving 
away the larger part of the business which you have struggled to 
build for yourself and your family. Also, at this point there are two 
other possible alternatives: (1) To completely restrict our operations 
and disregard all further thought of expansion, or (2) attempt to 
sell our business to a large corporation which might not be restricted 
somewhat by the low excess-profits tax base, due to its broader capital] 
structure. 

Remember that venture capital from another local businessman, 
or from any individual who has prudently saved money over a period 
of years, is not attracted to our small businesses. The large concern, 
on the other hand, or the well-established concern with a good earn 
ings record, can usually obtain additional capital in the big investment 
markets, if its own earnings are insufficient for reinvestment require- 
ments. Such is not the case with the small-business man. He has 
neither the finance nor the knowledge to delve into the intricacies 
of the big investment market. He cannot afford to hire those indi- 
viduals who might attract these markets to him. Therefore, he faces 
a stone wall, that we have described, of either sacrificing his business 
entirely or selling out at a buyer’s price. 

Virtually the same thing is the case of the next category of small 
farm-equipment manufacturers. Excess-profits taxes limit profits to 
the point that even though their annual sales volume is somewhat 

higher in the next categor Vy, and their profits, after taxes, somewhat 
hehe or, they are still unab le to finance their own business with new 
buildings, new tooling, new sales programs, or any expansion program 
so necessary to the continued and healthy growth of their businesses. 
May I further point out that their alternatives are very much like 
their smaller brothers already described. 

To give you more clearly at this point the picture of one of these 
businesses described, I would like to insert here, and for the record, a 


letter from Mr. E. A. McCardell, president of the Windpower Manu- 
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facturing Co., Newton, Lowa, which company represents a true cross 
section of the small farm-equipment manufacturing field: 


NewTon, lowa, May 15, 1958. 


Mr. EARL MARTIN, 
General Sales Manager, Helix Corp., Crown Point, Ind 

Prior to World War LI, our company had confined its activities primarily to the 
manufacturing of wind-driven farm light plants, with total annual sales seldom 
exceeding $100,000. Our business grew during the war years to the extent that 
we were doing about $1,250,000 by the end of 1945 

Realizing that we could not depend on continued war work, we went into the 
farm-equipment business, and during the years from 1946 through 1949 developed 
many new products, including tractor-mounted post-hole diggers, rotary culti- 
vators, fertilizer distributors, farm wagons and steel wagon boxes. This develop- 
ment was very costly to us, not only in engineering and tooling, but in sales costs, 
as it neant we had to build an entire sales organization to sell the new line of 
equipment, 

$y 1950 we were starting to “cash in’ on the development and sales work we 
had done during the previous 4 years, but at that time we were faced with the 
excess-profits taxes which took the capital we needed for continued development 
and expansion of our line, 

By the end of our fiscal year which ended September 30, 1952, we were doing 
two and a quarter million dollars of sales. From this sales volume we showed 
a $166,321.02 profit before taxes, which in itself was not bad. However, because 
of our low excess-profits base, all we made in excess of approximately $90,000 
was taxed at the rate of 82 percent. 

If the excess profits could be always paid out of cash which a company has on 
hand, it would not be too bad. However, anyone who has been in a manufactur- 
ing business knows that as a business grows—even at a moderate rate—more 
cash is constantly required than comes into the business, unless that company 
is working on very broad profits, (and broad profits are not common in the farm- 
equipment business). Therefore, such a taxload as faced us had only 1 or 2 
answers: 

(1) We would have to completely restrict our operations and stop further 
expansion, or 

(2) Attempt to sell our business to a large corporation which was not 
restricted by a low excess-profits tax base, due to its broader capital 
structure. 

We did attempt to interest several major companies in our business, but 
unfortunately ours was too small to be of interest. Therefore, the only thing 
left for us to do was to trim our sails and reduce our ideas of expansion 

In spite of our attempt to “settle back,” our business has continued to grow 
because of the force of our previous continuing sales efforts, and as a result, 
we have had a constant battle, financially, to keep our small business on a 
sound financial basis. 

We can support the statements herein contained with detailed figures pre 
pared for us by auditors and shall be glad to submit them if such figures are 
required. 

We very definitely oppose the continuation of the excess-profits taxes and 
urge that the corporation taxes be reduced. 

Very truly yours, 
WINDPOWER MANUFACTURING Co 
BE. A. McCarver, President. 


Here is another member and small farm equipment manufacturer 
who has a similar story. Further for the record, | would like you 
to hear his telegram just received. Such message is from Mr. Ralph 
Dunlop, of the Krause Plow Co., Hutchinson, Kans., dated May 14: 


Fart MARTIN, Jr., 
Helix Corp., Crown Point, Ind.: 


Our annual sales volume is approximately $2 million. Our profit before tax 
last year was approximately $250,000. We are in the 52 percent tax bracket, 
on 


which leaves approximately $125,000 for dividends and expansion, which is not 
sufficient profit for the expansion we otherwise would undertake. 


Krause Piow Corp., 
RALPH DUNLOP. 
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I would like you to note particularly the last sentence. You will 
agree, I am sure, that small business is vitally important to our eco- 
nomic business life. For illustration, General Motors Co. alone does 
business with 13,000 business concerns. Forty-three percent of these 
concerns employ fewer than 100 people. My own company is a classic 
example of this particular category. The goods which these 13,000 
concerns produce for GM represents one-half of the value of their 
product. This small business interdependency with big business is 
repeated hundreds of times, we believe, across the country. The 
American farmer, for further illustration, could not long survive 
without the small specialized farm equipment manufacturer. Inter- 
dependency is cbvious. 

In my sincere opinion, the basic relief for small business and, spe- 
cifically, for small farm equipment manufacturers, and the solution 
of the problem I have discused, lies in the general revisions of our 
tax laws and regulations—so as not to shut off the flow of venture 
capital into our business system. We think this can be accomplished 
as follows: 

(1) A liberalization of depreciation allowances—to help the busi- 
ness just getting started, which has most, if not all of its capital tied up 
in new facilities and tooling. 

(2) The double taxation of corporate income must be eliminated. 
To tax such income, first at the corporate level, and again at the in- 
dividual level, when it is received as dividends, is unjust and harmful, 
and discourages risk or venture capital at the individual level. 

(3) Corporation taxes themselves should be reduced. This would 
make investment in enterprise more attractive. It would enable busi 
ness to finance itself more easily. The reinvestment of profits is the 
all-important factor in enabling small business to grow and serve 
more people. Remember, small corporations, as a general rule, have 
wide fluc ‘tuations in their income from good years to bad years. 

(4) We recommend the lowering of the surtax rates on individual 
incomes to permit the acc ‘mulation of sav ings by those able to invest 
their savings in enterprise. This alone would assure the availability 
to small business and to new businesses of the capital they so badly 
need. It would stimulate the regenerative processes of our economy. 
Business partners and individual entrepreneurs must be permitted to 
reinvest their earnings without deducting large amounts for personal 
income taxes. 

In summary, we believe that small business is truly the lifeblood of 
our economy. We have more than 314 million individual enterprises 
in this country. May I submit that the growth of small business is 
impossible without the energizing force of venture capital, and we 
sincerely believe that venture or risk capital will inevitably disappear 
under present tax structure policy. We need only to remove obstacles 
and artificial barriers, and through a wise reduction of taxes as out- 
lined herein, to reestablish before it is too late an economic environ- 
ment in which small business can prosper and make its fuil and just 
contribution to the advanced standards of living of the American 
farmer and those dependent upon him. 

That is all I have, gentlemen. Thank you. 

Mr. SEery- Brown. Mr. Martin, may we go back to the 4 suggestions, 
the 4 recommendations, which you have made on pages 7 and 8 of your 
testimony? I would like to discuss some of those. 
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I would like to hear you discuss one of them in more detail. “A lib- 
eralization of depreciation allowances”—would you care to be more 
specific on that item alone ? 

Mr. Martin. I would like to be more specific. I believe if I had the 
knowledge to do so, I would. Again, I am in the sales end of the 
business, and this is what my company and our company auditor tells 
me must be done to help a business such as ours is to get started. Iam 
sorry I cannot elaborate on that. I think Mr. Boyer, who follows me, 
will be very glad to elaborate on that particular point, if you would 
like him to. 

Mr. Seriy-Brown. Yes. 1am wondering if your business is differ- 
ent from others; if you have a particular depreciation problem in your 
business which is different from that found by other small-business 
men—if you felt you were a special case, in other words. 

Mr. Martin. No, sir. I do not think we are a special case at all. 
I think we have very similar problems to other businesses. We manu- 
facture an original product for resale at the distribution level. 
I speak, of course, for other small farm equipment manufacturers. 
I know their problem is exactly the sanie as ours. 

A liberalization policy, particularly of depreciation, is something 
which would apply, I believe, to capital goods equipment. 

Mr. Seevy-Biown. Mr. Sheehan? 

Mr. Sueenan. No questions. 

Mr. Seecy-Brown. Mr. Yates? 

Mr. Yates. With reference to the 4 suggestions you have made, they 
include suggestions only with respect to the reduction of both cor- 
porate and income taxes. There is no recommendation, as I see it, for 


the elimination of the excess profits tax as such, is there? 

Mr. Martin. Not as itemized. The excess profits tax was discussed 
in an earlier paragraph. 

Mr. Yates. I know; in the letter that you had received from the 
gentleman with the Windpower Co. 

Mr. Martin. Yes, and which I thought pretty clearly expressed the 
effects of the excess —— tax. 


Mr. Yates. I think his criticism is pretty well founded. The only 
reaction I get from that is that it would be nice if we could reduce 
taxes, but I do not know just how we can pay our expenses if we reduce 
taxes in this respect. 

The suggestion has been made by a member of Congress to eliminate 
the excess profits taxes, but to increase the straight corporate tax by 1, 
2,or3 points. What would be your reaction to that? 

Mr. Martin. I cannot see that it solves any particular problem to 
take it out of one pocket and put it in another one. 

Mr. Yates. Of course, it has the effect of eliminating what many 
small-business people consider to be a bad error, namely, a fixed period 
which may put them in a bad competitive position as a result of having 
poor earnings during the particular period. By eliminating that and 
putting them on a straight competitive level insofar as payment of 
taxes is concerned, they feel that in that way they will be able to 
compete on a much better basis. 

Mr. Martin. Well, I think that is generally very true. I would 
agree with that. 

Mr. Yates. No further questions. 

Mr. Srety-Brown. Mr. Hosmer? 
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Mr. Hosmer. No questions. 

Mr. Srety-Brown. Thank you very much, Mr. Martin. As I under 
stand it, Mr. Boyer is here from your same organization. 

Mr. Martin. That is right, sir. 

Mr. See.y-Brown. And he will also testify for the association. 

Thank you very much. 

Mr. Martin. Thank you, sir. 

(The following letter was later received for the record :) 


ALLIep FARM EQUIPMENT MANUFACTURERS ASSOCIATION, 
Chicago 11, Ill., May 22, 1953 
Hon. Horace Seety-Brown, 
Select House Small Business Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. See_y-brown: The writer would take this opportunity to express 
sincere appreciation for the opportunity to present our testimony at your hearing 
of Tuesday, May 19, in regard to the tremendous impact and effect that the pres 
ent tax structure is having on small business and particularly on small farm 
equipment manufactures 

We would comment that your hearing was certainly conducted with dispatch 
and we sincerely hope that we may have in some way given you the necessary 
constructive information you need to promote the necessary legislation to relieve 
the tremendous tax load on our segment of the economy. 

I attach herewith for your perusal additional testimony which we did not yet 
have in our hands at the hearing Tuesday morning. You will observe that this 
letter is from another member of our board of directors of Allied Farm Equipment 
Manufacturers Association and we believe that you will be intensely interested 
in the report and discerning testimony of Mr. J. W. Coxen, whio is secretary- 
treasurer of the Mount Hawley Manufacturing Co., at Peoria, Ill., who of course 
is a small farm-equipment manufacturer of elevators and similar equipment. 
This would further request that you please enter this testimony if you so desire 
into the hearing record and we hope that such additional testimony will be 
further helpful to you 

Thank you again for the opportunity of meeting you personally this week 
and our most sincere wisli for your continued success in your splendid work. 

Yours truly, 
ALLIED FarM EQUIPMENT MANUFACTURERS ASSOCIATION, 
Earnie Martin, Jr., President. 


May 15, 1953. 
Subject: House Select Committee on Small Business. 
Mr. EARL MARTIN, Jr., 
President, Allied Farm Equipment Manufacturers Association 
Care of Helix Corp., Crown Point, Ind. 

DeAR Mr. MARTIN: As a small manufacturer we hope it will be possible to 
impress the above committee with the fact that some remedial legislation should 
be enacted to enable the hundreds of operations, like ourselves, to stay in the 
national economic framework. By now it should be crystal clear to political 
leaders as well as business executives that the inflationary cycle has run its 
course; it’s like a fine watch that has become dirty, gummy, and is lagging 
behind, even though the main spring is tight. 

The small corporation or the new corporation, which has its place in the 
Nation's economy, is often started by men with the ability and the know-how 
but who have limited financial backing. These small operations are frequently 
faced with the need for additional working capital to carry accounts receivable 
because of the lengthening out of terms and because of inventory requirements. 
Present-day tax rates drain away too much of the small corporation’s income to 
enable it to finance itself, let alone carry on any ambitions for expansion. The 
tax rates for corporations earning under $50,000 should not exceed $25,000, in 
our opinion. Without considering the excess-profits tax the small corporation, 
as all corporations do, pays an income tax of 52 percent. Obviously, the Govern- 
ment collects this in cash, usually from funds realized by the corporation to flow 
into receivables and inventory, thus creating a tight cash position. Usually the 
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banks hold the borrowings of small corporations to a strictly seasonal basis of 
90 to 120 days and the rate runs from one-half to 1 percent higher than for the big 
corporations. Not only is the tax rate too high, but the ceiling before excess 
protits is too low to give the small corporation elbowroom to move within 
its own tax structure, even if it is on a profitable basis. And today any small 
corporation is lucky to have a net return on its sales of 5 to 6 percent. 

The Treasury's attitude toward reasonable salaries of officers is something 
which appears unfair. Frequently officers devote all their time to getting a 
business established during which time they take out meager rates of compensa 
tion, just enough to live on. If the corporation then has a few good years, 
revenue agents scan any substantial raises and the question of the salaries then 
being excessive becomes an issue. A more lenient attitude on this question 
would frequently give the small corporation a source of temporary funds aside 
from rewarding officers for labor well done. 

As presently set up, the tax structure and particularly the excess-profits tax, 
practically freezes the small corporation to its present or existent size. During 
the past few months we have observed a rapidly growing number of small 
corporations who have given up the ghost or liquidated, or have sold out to 
larger competitors. Too often the state of the Nation’s business is evaluated 
by checking the balance sheets of the huge corporations employing 300 people or 
less. Most big corporations are consolidations of smaller enterprises. The 
small corporation is the entrepreneur and the feeder for the big corporation, 
particularly during times of stress and national emergency. 

If the tax laws continue as they are, the position of the small corporation will 
become increasingly precarious, even the best managed of the smaller enter- 
prises. In our opinion the Government has a serious question to decide, whether 
it wants small business maintained in its present state of financial help. In our 
opinion, small business does not want parity grants or emollients. But it does 
want an opportunity to grow and become vigorous from its own ingenuity, 
enterprise, and willingness to work long hours and be able to retain a more just 
proportion of the fruit of its labors. 

I hope the House Small Business Committee may feel it desirable to accept 
these observations into their records and we, as a member of small business, feel 
that this committee is our real champion at the bar of justice 

Yours very truly, 
J. W. Coxon, Secretary-Treasurer. 


Mr. Srevy-Brown. Mr. Boyer? 


STATEMENT OF GENE BOYER, STATESVILLE, N. C., DIRECTOR, 
ALLIED FARM EQUIPMENT MANUFACTURERS ASSOCIATION 


Mr. Boyer. Mr. ee due to the rush call made upon me, and 
sickness in the family, I did not get adequate copies made. I have 
4 copies, 1 of which I would like to keep. I will be glad to leave the 
others. 

Mr. Seevy-Brown. Thank you. I would suggest your giving on 
copy to the reporter. Are you planning to re ad di rectly from it? 

Mr. Borer. Yes, sir. My name is Gene Boyer. My home is State 
ville, N. C., and Iam a small business man. I am vice president and 
treasurer of Turner Manufacturing Co., a heavy farm machine manu 
facturer, and I am a director of Allied Farm Equipment Manufac 
turers Association. In addition, I am a certified public accountant 
and a member of the National Association of Cost Accountants. 

First, I should like to record my appreciation of the opportunity to 
present some of the problems that present tax programs pose to the 
small-business man. It is high time, in my opinion, that some seriou 
and immediate attention is given to the future of the well from which 
we have all been drinking. 

We all know that working capital comes from net profits, capital 
investment, and from borrowing. Balance sheet after balance sheet 
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of almost any type business will reveal that increasing inventories 
alone have consumed part or all of the net profit left after taxes, under 
the present tax structure. Will a banker, or an investor, supply funds 
that in a majority of cases are sure to result in permanently frozen 
working capital? Tax writers can no longer ignore this factor. 
Bankers and investors have realized the connection sometime ago. 

Factor No. 2 is receivables: I doubt that you can find many business 
concerns today, commercial concerns, that is, doing business with each 
other, and not Government, that have not been having trouble collect- 
ing accounts. In 1946, when I returned from war service with the 
United States Navy, I was amazed to find, after 4 years away from 
business, that money came in almost as fast as you could mail invoices. 
This was certainly a very happy state of affairs, and it lasted almost 
long enough for me to become accustomed to having money around 
with which to pay bills and purchase an occasional available piece of 
much-needed equipment. 

The point is, when receivables turn rapidly, less working capital is 
required. As receivables become congested, more and more money 
is required to keep doing business. Don’t overlock the average Ameri- 

‘an’s viewpoint toward. payment of bills. Crowd him for payment, 
oa with righteous indignation he promptly looks for another sup- 
plier, usually with inappropriate remarks about former supplier’s 
policies toward an old customer. 

Here again, examine balance sheets to see what has happened. In 
far too many cases, increased receivables are requiring more working 

capital than has been provided by profits after taxes during recent 

years. Once again ask yourself the question: Would you, as a banker 
or an investor, care to supply money that will undoubtedly become 
frozen, in part, with other working capital ? 

Factor No. 3 is fixed or capital assets and depreciation: Profes- 
sional accountants have expressed more than mild concern over too 
much apathy in this direction. Businessmen have so many prob- 
lems, and this one is apparently so difficult to clearly understand, 
that I am afraid that thousands of small, as well as large, business 
concerns are going to awaken too late. As a matter of fact, I am not 
too sure that they could have helped themselves very much. Re- 
duced to simplest terms, money that should have been going into 
capital equipment, or at least set aside for later purchasing, has been 
pouring into the tax coffers. 

Consider the business that entered this high-tax era with buildings, 
machinery, and equipment in reasonably satisfactory condition for 
use, and paid for at prices existing just prior to the high-tax era. 
Assume that this capital equipment had been depreciated to 50 per- 
cent of its original cost. There would be available, then, 50 percent 
of the original cost of this capital equipment to be recovered through 
depreciation allowances. Unfortunately, however, the taxpaying 
business concern has found that while he recovers the original cost, 
the cost of new equipment to replac e the old has increased 50 percent, 
100 percent, 200 percent, even 300 percent. If he had $50,000 re- 
maining to recov er, and his allowable annual deduction was $10,000, 
assuming that the equipment was entirely usable to the end, he would 
have 5 years without replacement. He would be extremely fortunate 


if, at the end of the 5 years, he could replace the equipment for 
$100,000. 
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Let us theorize that he actually placed the $10,000 depreciation 
allowance in a separate bank account each year. He would be $50,000 
short, and what has happened ¢ From an economic st: indpoint, to 
remain in the same position, he should have been putting $20,000 into 
that separate bank account. Using present tax rates on a corporation, 
and ignoring State taxes, he would have to allocate at least $20,000 
of profits before taxes to the capital-equipment fund, for he is bound 
to the original cost for calculating depreciation, and half or more of 
every dollar he earns goes to the tax coffers. 

We find, then, that this particular business would have to earn an 
extra $100,000 before taxes, over the 5-year period, just to keep his 

lant going under a strict replacement program of item for item. 
No expansion, mind you. 

Many, many plants are going to find that although they have paid 
their taxes and earned what appeared to be a going profit, actually 
they have poured their capital assets into tax payments, and new 
money will have to be found to restore their business. Would you, 
as a banker or an investor, care to supply the money for freezing into 
fixed assets? 

Factor No. 4 is market saturation, and product development: Before 
I get started well with this factor, I know that someone will want to 
interrupt with the argument that no tax policy can encompass shor- 
sighted business practices, or industry hazards. I agree without 
demur, but I would interpose that taxing agencies, in fact all govern- 
mental agencies, deal at all times with human beings, average, above 
average, and below average in business acumen. We have to face 
facts, for human beings are what keep business concerns going, in 
order that wealth can be produced and taxes levied. 

The plain facts of the matter are, the average small businessman, 
when he has one or more acceptable items for the market, he rides 
that horse to the point of exhaustion, as a normal procedure. It is 
true that he worries about saturation of the market, improved models, 
the competition activities, and tries to keep new products coming. 
He is fortunate, indeed, if he has a stable of designing engineers that 
will emerge with a readily marketable new item. every 5 years. 

It is also true that ordinary and necessary research and dev elopment 

costs are fully deductible. The hazard to the small businessman is 
that part of his money went along with that tax money saved through 
deduction, and unless he gets a winner fairly often, the drain becomes 
onerous. It costs money to develop and market a new product. That 
money, like money for inventory, receivables, and capital assets, must 
come from the same source es—profits, invested capital, or borrowings. 
If the profits are too slim, will an investor or a banker take a chance? 
As profits shrink, the small-business man has less and less to invest 
in research and development. The less he invests, the more his field 
narrows, and he is in fact becoming more and more like Alice in 
Wonderland adventures—he must run twice as fast to stay in the 
same place. 

Factor No. 5 is profits, and their true status today: I shall not con- 
sume time by submitting a mass of figures to show that profits are 
shrinking. You know that, and it is carefully measured almost weekly 
by governmental agencies, as well as financ ial reporting media. The 
47" is: Are true facts being realized? What would a drop in inven- 
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tory values do to most concerns / What would loss of admittedly too 
many shaky accounts do to the average concern? What about the 
true condition of the fixed assets, from a reproductive or replacement 
value? What about the saturation of many markets, and lack of 
volume-replacement items due to lagging research ¢ 

Industry after industry shows composite average earnings, before 
taxes, of well under 8 percent of sales. Deduct over half of this for 
taxes, and I doubt you will find anyone to argue that this is a safe or 
sane state of affairs. I do not want to become involved in section 102 
of the Internal Revenue Code, which deals with undistributed surplus. 
I do not think that this section has worried small-business men for 
some time. Suffice to say that a vast majority of small-business con 
cerns have not accumulated enough cash to deal with all of the factors 
discussed here, and many not even one. 

I am not going to submit figures on average earnings of small farm- 
implement mz :nufacturers, on the assumption that either you have been 
supplied with them, or someone else appearing here will submit them. 
I did take the time to secure average earnings, before taxes, from data 
submitted by 89 concerns in another industry, for the year 1952. The 
profit was 6.4 percent to the sales dollar be fore taxes, and 2.4 pe reent 
after taxes. Almost all companies reporting were small-business 
establishments. 

Factor No. 6, and the last I shall submit, is credit: 

Good credit is the key asset of any business, but doubly important 
to the small business. For many reasons, credit relations of a small 
business are more vulnerable. Generally his market is more limited or 
subject to more hazards than that 9:8 large multiple-line oomapeny. 
His market may become saturated, his setae made obsolete by com- 
petition, his keymen may be pirated, the chief owner may be re “luced to 
inactivity by illness or accident ; even death of one person may paralyze 
the operation. 

Bankers and investors always have more factors to weigh when 
taking under consideration financial aid to a small business. A small 
business usually finds that, unless a long and very satisfactory profit 
record can be unveiled, public equity financing or long-term bank or 
other institutional financing may well be out of the question. I sup 
pose that every category of business has its own peculiar problems, but 
one I can touch on with sureness is the industry I am in, farm 
equipment. 

A drought such as we had in 1952 can play havoe with inventory and 
receivables. Banks or someone has to have enough confidence to loan 
money, perhaps through another a period, to permit unloading of 
inventory and liquidation of receivables. How can a banker muster 
up enough courage to advance money when he knows that over half of 
the net profits earned constitutes a first mortgage on the concern held 
by the tax collector ¢ 

Forgetting sometimes that I am in the manufacturing business, and 
shifting my viewpoint to that of a certified pubic accountant, I suffer 
nightmares at the thought of what just a small tightening of banking 
policies as regards liquid-assets ratio to tax and other current liabili- 
ties would do to thousands of small concerns. A continuation of the 
present tax rates will surely produce one of two results: Prices are 
going to have to be advanced sharply, widening the profit margins 
of all business, or tax programs are going to have to be altered. 
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Unless one or the other is done, and done quickly, certain doom faces 
thousands of business concerns, straggering losses by banks and insti 
tutions will follow, and employment will drop so sharply that tem 
porary chaos may well result. Elementary business principles dictate 
this. The squeeze is one, and the only warning of wholesale casualty 
will be tightening credit restrictions. 

Most businessmen fully realize the need for revenue and the unwel 
come predicament of tax lawmakers. We businessmen wonder if the 
lawmakers fully appreciate the danger in the economy adjustments 
now taking place. Small business employs countless housands of our 
working population. The threat is to this population. One bank- 
rupt businessman is a sad situation, but 100 or 300 workers out of 
work in a small city is a wholesale sad situation. We are pleading 
as much for our employees and their families, perhaps more so, than 
for any individual owner or a handful of stockholders. 

Two adjustments in the tax laws would have a far-reac hing effect 
in my opinion. One is to substantially increase the surtax and excess- 
profits tax exemption. My guess is that an exemption of $50,000 in 
lieu of the present $25,000 would save many a concern in the months 
ahead. The second adjustment would be a realistic treatment of the 
basis for depreciation. It simply does not make sense for a business- 
man to and part of his plant to the tax collector each time he pays 


an installment. Business should be allowed a de prec iation deduction 
that will at least go most of the way toward maintaining a usable 
plant from earnings. I am convinced that such a step would keep 
many a worker busy turning out replacement machinery and equip- 


ment over the years ahead. 1 am sure that both steps suggeste d would 
restore incentive to businessmen and encourage bank and institutional 
creditmen to help more firms. 

Mr. Chairman, that is the end of the prepared statement, but I 
have one recommendation which I think we might all of us realize 
and face, and that is that we have to have revenue, undoubtedly, 
because of the commitments that have been made and that will h: are 
to continue to be made. Any tax, such as excess profits or a tax on 
business, compounded by further taxes on individual withdr: awing, 
is not exactly equitable in any case. A Federal sales tax, as bad as 
we may hate to see it, I think is the only method of re placing some 
of the inequities in the present tax structure. 

The credit of small business has been badly hurt and will continue 
to be badly hurt. In the long run, the consumer who buys a product 
pays the taxes, whether it be a sales tax, an income tax, an excise tax, 
or what have you. Why not face it and put the Federal sales tax 
on and give some relief to business, restore the credit of business? 
Then those that buy most will pay most. 

It is axiomatic that if a man has a million dollars in income he will 
buy more goods than the man who has $5,000. Therefore, he 
pay more tax. 

I do not propose doing away with income taxes; not at all. suit 
I do propose that, unless something is done to reduce them or ot 
them to some extent, the economy of the country is in far more of : 
shaky position than we are willing to admit. I think that most of us 
realize that. 

You asked Mr. Martin about depreciation. 


will 
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Mr. Seety-Brown. Yes; I requested specific recommendations along 
the general line which both of you have touched on in your testimony. 

Mr. Boyer. Farm implement makers are not particularly different 
than others except there has been in this last several years a rapid 
change in types of implements. For example, tractors are shifting 
to hydraulic equipment and three-point pickup systems. The disk 
plows are being changed radically to new types. You have hay condi- 
tioners, automatic pickup balers. All of these things have caused a 
change in machine tooling, and it means that a plant here with a hun- 
dred thousand dollars’ worth of machine tools that might have been 
serving well throughout World War II is suddenly obsolete from the 
standpoint of producing more modern tools. 

I would say that may not continue; it may stabilize somewhat. 
Depreciation, as looked upon for years by the Bureau of Internal Rev- 
enue, is a sort of a catchall. I notice that the new Commissioner has 
stated that they are going to pursue the same policies they have in the 
past. 

I think the suggestion was made here this morning that, if a com- 

yany could be allowed to depreciate equipment and plants on a realistic 
4 as they know it should be done, it would not affect the revenue to 
the Government at all over a period of years. During World War II 
the Government gained millions of dollars in revenues because plants 
went into World War II ahd started producing, and their machinery 
and plants had been written off. 

Mr. Seety-Brown. What would you call a realistic basis? 

Mr. Boyer. I would say that it would be hard to define, but allow 
a corporation or an individual to recover up to 25, even as high as 33.3 
percent, in a year, of certain tools. 

Mr. Yates. Do you mean as an expense ? 

Mr. Borer. As an expense. Stretch it all the way to 3 years, with 
a complete writeoff, on a $7,000 tool or a $6,000 tool. 

Mr. Seety-Brown. That is particularly true, probably, in an indus- 
try such as yours where your product changes as rapidly from year 
to year as it does. That is why you are particularly concerned in 
that type of writeoff. 

Mr. Boyer. I am interested also in another company that makes 
gears, gearboxes, and so forth. It is a small business, about a million 
and a half of sales last year. There we have a problem of gear cutters. 
They are obsolete almost by the time you get them nailed to the floor. 
But we are bound to a ten-year writeoff on them. Some of them are 
sitting back in the corner; they are sitting there; and we are waiting 
to write them off. We cannot sell them. We could junk them, 
certainly. 

Mr. Srety-Brown. Mr. Sheehan? 

Mr. SuHeenan. Mr. Boyer, you came up with the thought in your 
statement to arrive at a $50,000 figure to exempt corporations before 
the surtax and excess-profits tax applies. Did you arrive at that 
through an particular process or study ! 

Mr. Borer. Yes;I did. As has been pointed out, many small busi- 
nesses in the farm-implement field will have about $100,000 in machine 
tools. That change to a $50,000 exemption would provide, over a 
period of 10 years, about enough money to keep that plant going or 
toexpand. That is one of the reasons. 
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The sales relation, and the accounts receivables, comes back to about 
that much additional working capital he would need over a period 
of years to carry a business of that size. Somewhere between $5,000 
and $10,000 additional working capital over a period of 10 years or 
5 years, or what have you, would have kept a lot of businesses on 
their feet had they used it wisely. 

Of course, there is no way of insuring that all businessmen will 
use their deductions wisely or their funds wisely. But certainly those 
trying to are being penalized. 

“Mr. SuKeHan. By raising that to $50,000 matend of $25,000, it 
would give those that are closer to the $ $50,000, 25 percent additional 
exemption; or it would be at the top rate, assuming they are in the 
excess profits, which would give them about $11,000 a year. 

Mr. nen That is right. 

Mr. SHEEHAN. Some of the witnesses before you did take into con- 
sideration and did mention the impact of inheritance taxes on small 
businesses. In your association work, has that been a factor in the 
farm implement business ? 

Mr. borer. That is a hard question to answer, because the com- 
panies vary from single ownership to, in the case of my own company, 
40 or 50 different stockholders. I would say that some sales have 
been motivated, undoubtedly, by a realization that that is the only 
way they will get any money back out of it. 

Primarily, I believe more of them have been sold simply because 
they are not getting anything out of it, and sold to recover the 
built-up earnings under the long-term gain method. 

Mr. SHeenan. As an ace ountant, you might want to remark on this 
proposition: When the Internal Revenue Department came into com- 
panies in the middle 1930’s and later on, and they told the companies 
they would have to change their schedule of depreciation from a 
10-year basis to a 15- or 20-year basis, they sold the men in the plants 
many times on this proposition on this thought: As business expands 
and your profits go up, you will have a ‘longer period of life to 
depreciate, and therefore you will make more money by spreading out 
the depreciable life of the asset. 

On your basis, of a 3-year depreciation on many tools, at the end of 
3 years there will be no more charge against the company operations 
for depreciation. Therefore, thé small firms will then pay a lot more 
income tax than if they had this property on the books to depreciate. 

Mr. Borer. You are right in that, except there is an underlying 
reasoning on the part of businessmen that if they can buy a new tool, 
a more modern tool, and they have the money to do it with, they 
will. They will keep their pl: int up to date if they have the money. 

Now, that is going to become important in the next few years. The 
machine tool industry is booming right now, but there are plants all 
over the country that are 75 to 80 percent obsolete. Unless those plants 
can buy those machine tools, we will have a slump in the machine tool 
industry, the equipment industry. There are billions of dollars of 
machine tools and equipment yet needed, but the money is not there 
to buy them. It can never be there under the present structure. 

Mr. Sueewan. That is all I have. 

Mr. Srety-Brown. Mr. Hosmer? 

Mr. Hosmer. As I understand your testimony, and I believe the 
testimony of the previous witnesses, it is to the effect that tax reduc- 
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tions would be used for capital purposes, working and otherwise, by 
the small businesses, and would not be passed along to consumers by 
way of reduced prices. Is that correct? 

Mr. Boyer. I think that is true. In my statement, you will recall 
that I said one of two things had to happen, and happen quickly, 
right now. Prices are going to have to be advanced sharply to pro- 
vide a decent return to manufacturers and distributors, or the tax 
structure is going to have to be lowered. 

Mr. Hosmer. In relation to the proposals you made for a sales tax, 
I presume that is a retail-sales tax you are talking about? 

Mr. Borer. Yes. 

Mr. Hosmer. I believe that probably a certain amount of your in- 
ventory, or what is represented by the price of that, is taxes within 
the price that you pay. 

Mr. Boyer. Yes. 

Mr. Hosmer. Would you feel that by the imposition of a sales tax, 
you would cut that hidden tax from your inventory and therefore 

reduce the amount of your dollar inventory to a certain extent, and, 
therefore, the need for some of your working capital requirements ? 

Mr. Borer. Y es; I think it would work that w ay. 

For example, on motors, tires, and so forth, that we and other mz nu- 
facturers have to stock, a large part of it, the transportation tax, is a 
big factor, the freight. 

Mr. Hosmer. Thank you. That isall. 

Mr. Yates. I think, Mr. Chairman, the witness should be com- 
mended on a very fine statement. I found that many of the things 
he said were quite provocative for thinking. I do not agree with him 
on the sales tax, but I assume that this is aediine upon ‘which reason- 
able men may differ. 

The point on depreciation that you raised is one which looks to a 
replacement basis rather than an original cost basis, does it not ? 

Mr. Borer. That is true, or a reproductive figure. 

Mr. Yates. Is it not possible that this approach may result in ex- 
cessive profits to those ie pay small amounts for existing machinery, 
and then are able to charge them off in greater depreciation as a result 
of increases in prices ¢ 

Mr. Boyer. Actually, it would work out this way: Depreciation 
levels itself under the laws that we have had. 

Mr. Yates. Suppose there is no replacement ? 

Mr. Boyrr. If there is no replacement ? 

Mr. Yates. Yes. 

Mr. Boyer. Then the man will undoubtedly pay the tax anyway. 

Mr. Yares. Will undoubtedly what? 

Mr. Boyrr. Pay the tax anyway. 

Take this situation: If he has $100,000 in machine tools and plant, 
and he has been writing it off at $5,000 a year, he just steps that up 
to $10,000 a year, and he finishes it. He does not replace it. Then he 
has no deduction, and he will be paying his taxes. 

If he sells the plant, his basis has dropped, so he pays taxes anyway. 
You cannot beat it. 

Mr. Yates. But he is withdrawing $5,000 nontaxable income out of 
the business as a result of that, is he not ? 
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Mr. Borer. No. He has either lowered the basis of his investment, 
if he sells it, or if he continues to operate he will have just stepped 
it up or, you might say, he has anticipated. 

Mr. Yares. Will he not be withdrawing from his business, if he 
takes the cash equivalent out of the business, equivalent to a sufficient 
amount in cash for the increased depreciation ¢ 

Mr. Boyer. Yes. 

Mr. Sueenan. Mr Boyer, may I interrupt? I believe he is under 
the assumption that you are meaning to depreciate the new value. 
You are not going to depreciate the new value, but you are only going 
to depreciate the cost, is that right? 

Mr. Borer. That is right. 

Mr. Yates. As I understand it, he is increasing the cost. 

Mr. SHEeenan. I am trying to straighten out the misunderstanding. 

Mr. Yates. Let us start over again. As I understood your theory, 
you propose a reproduction cost basis of depreciation. 

Mr. Borer. What would be the difference of a machine tool that 
was set up at a $10,000 cost 10 years ago, and it is 5 years old, and you 
are taking a thousand dollars off per year; that mac or tool now 
costs you $20 ,000 to purchase, so in this high-tax year, or 2 or 3 years, 
you merely step the rate up to $2,000, finish the madlitiie off, and 
provide yourself with money enough to replace it. 

Mr. Yates. Are you advocating an accelerated depreciation ? 

Mr. Borer. Yes. 

Mr. Yates. Then you would answer “yes” to my question before, 
when I asked you, did you propose a replacement value scheme. 

Mr. Borer. Well, perhaps I did not understand you clearly. It 
would amount to the same thing. It would step it up, but you would 
be depreciating on a realistic basis. 

Mr. Yates. But in your original testimony, your original statement, 
I did not read it as you went “along but I thought I gathered the im- 
pression that you st tated it was rather unfair for a person to pay, say, 
$10,000 for a machine tool, to be permitted a depreciation allowance 
which would permit a recapture only of the $10,000 when, at the end 
of the period of depreciation, the replacement for that tool might 
cost $20,000. 

Mr. Borer. That is right. 

Mr. Yates. Is that what you said? 

Mr. Boyer. Yes. 

Mr. Yares. Therefore, in advocating a change of that, were you 
not advocating a change to a replacement type of depreciation ? 

Mr. Borer. Well, it would have the same effect. But what I believe 
you are asking me to say is: Did I intend that a $10,000 machine tool 
be set up at a fictitious value of say, $20,000, and depreciation taken 
on that ? 

Mr. Yares. Yes. 

Mr. Boyer. No. 

Mr. Yates. That was the question I had in mind. This is the 

argument they have had for many years in real estate. You try to buy 
a building that had a high original cost and a long period of deprecia- 
tion. 

Mr. Semiy-Brown. You just advocated a more rapid writeoff. 

Mr. Boyer. Yes. In other words, a more flexible method of the 
man recovering. 
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Mr. Yates. And in your own business, a consideration of it as an 
expense rather than as a capital item? 

Mr. Boyer. Yes. 

Mr. Yares. I like your idea of giving some consideration to new 
businesses that are started in this period. I happen to believe that the 
oil business, for example, through its depletion allowances, has an 
unwarranted advantage over other types of businesses. I think that 
a new business which starts up undergoes a lot of risk that should 
receive some consideration through tax policies that are now given 
only to the oil business and to certain other businesses. I think that 
is something that our committee can check into quite advantageously. 

Mr. Boyer. If I put up $50,000 tomorrow to start a small business, 
and in capital equipment, I am taking a terrific risk the first 2 or 3 
years; but if I could write that business off, that capital equipment, 
over a period of 4 years, I would not be paying as much taxes; but 
if I kept on operating, the revenue people would get their money 
just the same, and if I turn around and sell it they will get the 
revenue anyway. 

Mr. Hosmer. Will you yield? 

Mr. Yates. Yes. 

Mr. Hosmer. Generally, the business during its first 4 years is not 
making any money, and you take your depreciation then. You have 
a useless credit on your tax return. And then in the fifth year when 
you start making money, you have not any depreciation, and where 
are you? You are out of luck. 

Mr. Boyer. That goes back to my statement that the operator of 
the business, for him the depreciation should allow the operator of the 
business within certain fixed limitations—— 

Mr. Sre_y-Brown. To use his discretion ? 

Mr. Boyer. To use a little flexibility. 

Mr. Yates. Where would you draw the line between a small cor- 
presen and a large corporation, for your definition of “small 

usiness”’? 

Mr. Borer. Well, any more, with dollars like they are, a small busi- 
ness—and I am referring to manufacturing or distributing, or some- 
thing like that—you just cannot have a small one any more; you 
cannot make it. He goes up to $500,000 in sales or more, or he is 
out of business. 

Mr. Yates. Do you think we should amend the name of this com- 
mittee to big business. 

Mr. Boyer. No, sir. Big business goes up to $20 million or more. 

Mr. Yares. For the purpose of trying to draw an arbitrary line, 
and I assume an arbitrary line has to be drawn in order to make a 
category of “small business,’ where would you draw the line for 
businesses of your type? 

Mr. Boyer. I would say somewhere around an annual sales volume 
of $2 million or $3 million. 

Mr. Sre.y-Brown. Would you advocate a special tax structure for 
Besple in just that category and lower? 

r. Borer. It would not be a bad idea, Mr. Chairman, because you 


have two entirely different concepts of business. You have a publicly 
financed corporation, widespread, affecting the very structure of the 
Nation, like a steel mill or an automobile industry, or something like 
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that, owned by you and me and everyone else that owns an insurance 
policy. Whereas over here you have a little business that represents 
the life and savings a 1 or 2 men, perhaps, that has built up just right 
there in that area. I do not see how you can ever hope to have equality 
of treatment of those two different types of business. 

I have not the answer, but I think you probably have a very good 
idea in that respect. 

Mr. Hosmer. If the Government finds it necessary to make up the 
loss on the expiration of the excess-profits tax, do you believe that the 
continuation of that tax or a raise in the regular normal and surtaxes 
sufficient to make up the loss would be best, as far as small business 
is concerned ¢ 

Mr. Boyer. I would advocate retention of the excess-profits tax 
rather than raising the normal and surtax rates. 

Mr. Hosmer. Does your company pay excess-profits taxes? 

Mr. Borer. Well, we have, but we have not in the last year or two 
We are close to the figure. 

Mr. Yates. I have one more question, and that pertains to your 
fifth point, where you pointed out the difficulty of your company not 
obtaining credit from your banks as a result of the business that you 
faced. 

This committee is considering the feasibility of establishing a Small 
Business Administration which would have the power of guaranteeing 
loans made by bankers to businessmen, either in whole or in part. A 
businessman would come to his bank, make an application for a loan; 
just as FHA now guarantees a house, in part, depending on the part 
that should be guaranteed, so would there be an agency created in the 
Federal Government that would guarantee at least a part of the loan 
to the bank. 

What would you think of such an idea ? 

Mr. Boyer. I do not like the idea, for the reason that I believe if 
some of the other problems are corrected, capital will find its own 
levels, and that is the way it should be done. Venture capital should 
flow at levels where it has a reasonable rate of protection and a reason- 
able rate of return. If you try to force it through an artificial agency, 
then I think you will just compound the problem. 

Mr. Yares. That is all. 

Mr. Seety-Brown. Thank you very much. 

The next witness is Mr. Halfpenny. 


STATEMENT OF HAROLD T. HALFPENNY, ATTORNEY AT LAW, 
CHICAGO, ILL., APPEARING ON BEHALF OF NATIONAL STANDARD 
PARTS ASSOCIATION 


Mr. Haurrenny. I wish to express ee with regard to 


the National Standard Parts Association being given this privilege to 
testify, and I might say, over the years I have had the occasion to 
appear before numerous committees, but I have never had the privilege 
before of having two outstanding members of the Illinois delegation 
on a subcommittee. Each of them is outstanding in their respective 
parties. 

I would like to say for the record that my friend, Congressman 
Sheehan, has been a champion of small business for many years. It 
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is a pleasure to have this opportunity to appear here before both Mr. 
Yates and Mr. Sheehan. 

Mr. Serty-Brown. We are glad you are here, sir. 

Mr. Hatreenny. My name is Harold T. Halfpenny, attorney at law, 
Chicago, Ill. I appear on behalf of the National Standard Parts 
Association, an organization of independent wholesalers and manu- 
facturers of automotive parts, equipment, and supplies, with an ap- 
yroximate membership of 2,000 wholesalers and 300 manufacturers 
ocated throughout the 48 States. The members of this association 
manufacture, distribute, and supply the automotive parts, equipment, 
and supplies necessary to repair and properly maintain in safe condi- 
tion the millions of automobiles, trucks, and buses operated in this 
country. 

Rather than on the general, overall tax problems on which you have 
other witnesses’ testimony, I appear before this committee in regard to 
section 3403 (c) of the Internal Revenue Code which imposes an excise 
tax on manufacturers of automotive vehicles, parts, and accessories; 
to protest especially this tax on parts which are required to keep cars 
in repair; and more specifically, with respect to the confusion, dis- 
crimination, and injustice created by the rulings of the Tre: asury 
Department that affect members of our industry ‘who are engaged in 
the repair, reconditioning, and rebuilding of automotive parts. 


STATEMENT OF PROBLEM 


The Treasury Department holds that repairing, rebuilding, or 
reconditioning of used automotive parts is the manufacture and pro- 
duction of automotive parts and that the sale thereof is taxable under 


section 3403 (c). I want to point out that one of your previous 
witnesses testified regarding in the winter repairing large rollers, and 

forth. We are faced with the repair of such automotive parts 
paying an additional 8 percent manufacturer’s excise tax on all auto- 
motive parts sold as such. 

Although the tax has been paid on automotive parts when originally 
manufactured, and although the Treasury Department concedes that 
liability for the tax is not incurred in the repairing, rebuilding, or 
reconditioning of a used automobile, truck, or motorcycle, it has taken 
varied positions with respect to the repairing, rebuilding, or recondi- 
tioning of used automotive parts. 

The Treasury Department holds that the reconditioning of some 
automotive parts is taxable, while the reconditioning of other auto- 
motive parts is not taxable. The Treasury Department issues incon- 
sistent rulings with respect to the same automotive parts; enforcement 
in the various districts throughout the country is as variable as the 
weather; and it has not been uncommon for the Treasury Department 
to issue specific detailed rulings to an automotive parts repairer that 
no tax liability is being incurred with respect to his business, and 
several years later confront the repairer with a huge retroactive assess- 
ment covering the period during which no tax was paid in reliance 
upon the rulings given to them. 

I want to point out that we are small business. There are about 
5,000 independent operators engaged in the repairing and recondition- 
ing of automotive parts. They are small-business men who have from 
3 to 25 employees. Based on information from our members and 
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others, I am of the opinion that the total revenue to the Government 
involved is not more than $750,000. 

I want to point out to the committee that there is no breakdown in 
the collection of these automotive excise taxes, whether they are 
coming from the vehicle manufacturer or new parts or from used 
parts. We have made this survey and believe that our figure is ap- 
proximately correct. It is my studied opinion that it costs the Gov- 
ernment more to collect this tax than they are taking in, but it is 
causing this nuisance to all the various people throughout the country 
operating these small businesses, requiring them to make monthly re- 
ports, and in many cases the tax only runs a few dollars per month. 
But it requires that work in keeping | those records. 

I want to call to this committee’s attention that there has been 
previous action in the House, in the Committee on Ways and Means, 
as long ago as April 2, 1942, and in the Senate Committee on Finance 
on August 11, 1941, and August 7, 1942, at which time the committees 
exacted a promise from the Treasury Department that the matter 
would be taken care of by regulations whereby excise taxes would not 
be assessed in connection with the repairing and reconditioning of 
automotive parts. 

The Treasury Department failed to issue such regulations; in fact, 
it broadened the assessments on the repair of some types of parts 
which it theretofore had held nontaxable. During the war years no 
further steps were taken to solve this problem. On July 21, 1947, 
this subject again was presented to the Committee on ‘Ways and 
Means by joint statement and brief which I submitted on the part of 
six major trade associations in the automotive industry, urging the 
elimination of the excise tax on rebuilt or reconditioned parts. The 
members of the 8ist Congress adopted the language recommended in 
this brief and the amendment passed the House overwhelmingly. 
The author of that amendment at that time was Congressman Reed, 
who incorporated it into the minority recommendation at that time, 
and it passed. It was pending before the Senate when the outbreak 
of the Korean war stopped its further consideration. 

As you well know, the 82d Congress passed a tax bill to raise addi- 
tional revenue, resulting in a tax increase on automotive parts and 
accessories from 5 percent to 8 percent. However, that bill, which 
passed in the last session, eliminated that portion of the tax based on 
the value of the traded-in old unit on rebuilt automotive parts. I 
will not discuss that, but that was a difficult, complicated matter. 
That was eliminated in the last session, resulting in partial relief 
from ambiguous and inconsistent interpretations. 


WHY AN AMENDMENT IS NECESSARY 


But since that time the confusion, discrimination, and injustice 
created and fostered by the Treasury Department has continued and 
expanded in other directions. It is the opinion of the industry that 
this can be corrected only by congressional action amending section 
3403 (c), eliminating the tax on “repaired, reconditioned, or rebuilt 
parts or units when sold as such.” 

As an example of the confusion and injustice existing, a Treasury 
Department regulation asserts that manufacturers’ excise tax is due 
on the sale of a rebuilt motor sold from a stock of rebuilt motors, 
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whether sold outright or in exchange for an old motor; but that no 
tax is due on an exchange sale of a rebuilt motor if the rebuilder uses 
the trade-in taken by him for the next exchange sale. 

The Treasury Department has held that grinding the inside of a 
used shock absorber cylinder is not manufacture, but that grinding the 
inside of a used brake cylinder is manufacture. Both operations are 
identical. 

A published and well-known Treasury Department regulation states 
that a rebuilder who receives, rebuilds, and returns to his customer the 
identical units received from the customer incurs no tax liability on 
such rebuilt units. But a recent unpublished ruling states that the 
rebuilder is liable for tax on all transactions of this nature unless he 
obtains from the customer a signed statement to the effect he (the 
customer) is the manufacturer of his own unit which is being rebuilt 
and that he (the customer) understands that he is liable for manufac- 
turers’ excise tax when he uses the rebuilt unit. 

Any day now, we expect the Treasury Department to swoop down 
upon the industry and make retroactive assessments for many thou- 
sands of dollars, covering the engines and parts which were rebuilt 
and returned to the customer-owner. Notwithstanding its published 
regulation holding that no tax is due on such transactions, it will find 
some mumbo-jumbo for taking away from the rebuilder 8 percent of 
its gross receipts from all such rebuilding, which in many cases will 
far exceed the net profit the rebuilder realized on such transactions. 

Some of the processes that the Treasury Department holds to be 
manufacture involve nothing more than shaving away some metal. 
Others involve merely unwinding a broken wire on an electrical arma- 
ture, repairing the break, and rewinding the wire. 

But the greatest hazard confronting | the parts rebuilder, recondi- 
tioner, or repairer is in the problem of trying to understand and 
interpret the confusing and conflicting rulings relating to motors, 
crankshafts, connecting rods, fuel pumps, generators, clutches, and 
other parts too numerous to mention; and trying to outguess the 
Treasury Department with respect to tomorrow’s rulings on taxes that 
should have been paid yesterday. 

The repair of automotive parts is primarily a service, and one which 
most people need to have done as rapidly as possible. Ownership and 
operation of an automobile is no longer a luxury. To most people it 
isan everyday necessity. Modern America moves on wheels. Rebuild- 
ing and repairing of used automotive parts has become a natural 
economic development to provide the necessary parts for much less 
money to the millions requiring a car in their workaday living. 

The irony of this situation is—and I wish to point it out to you— 
if you wait, and have your automobile tied up several days or a week, 
while a repairman reconditions some small item and returns your 
identical part, the Treasury Department says there is no tax. Yet, 
if the repairman installs an already reconditioned part in exchange for 
yours, so that you may drive off in a few minutes, the transaction is 
taxable, as I have outlined above. 

Many of these repair people will take these parts as they are brought 
in—armatures, fuel pumps, and so forth—and they repair them when 
they have the time. They have them available when a car is brought 
in so it can be installed and not have that long delay. If the same 
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one is taken and repaired and put back in the car, tying up the car 
for a number of days, there is no tax. But if one is taken that has been 
worked on in their spare time and put in, they claim it is a manufactur- 
ing process, and is subject to the 8-percent tax. 

I want to point out the parts reconditioner does not manufacture 

arts. The work done on these repaired parts is no more manufactur 
ing than the halfsoling of a pair of shoes by a shoe repairman, or the 
resharpening of a lead pencil after the point is broken. A rebuilt, 
reconditioned, or repaired part is not a new part; it is not sold as 
such. Yet the Treasury Department imposes a tax on the repair sery 
ice, Claiming it is manufacture. 

We therefore earnestly vequest this committee to recommend to the 
House Ways and Means Committee that section 3403 (c) of the Inter 
nal Revenue Code be so amended that repaired, reconditioned, 
rebuilt automotive parts when sold as such will not be taxed. Such 
an amendment would be of great aid to the many small-business men 
engaged i in this vital industry. 

This is a special, specific problem that does not take in the overall, 
but it does affect our whole economic well-being. 

I point out it is not so much the 8 percent; it is the great amount 
of harassment and the paperwork that is involved. Yet, in many 
instances throughout the country, in some districts they charge a tax 
on a man doing some of this rebuilding and repairing, while in another 
district they fail to tax on the same processes. It leads to unfairness 
and discrimination. 

In other areas, they may go for years and not be checked, and then 
they come into an area, such as happened a few years ago in the South 
west, and there were any number of them fac ed with assessments of 
four and five thousand dollars that they were unable to pay, and they 
had to go out of business. 

It is a problem that, because of its peculiar and specific nature, it is 
difficult to have conveyed to everyone interested, but it is one that af- 
fects each one of you that is driving your own automobile. _ It is espe- 
cially important now, with our manufacturers. M: any of them do not 
manufacture used parts or have anything to do with them, but they 
feel there is a need for these used parts. 

For instance, on a crankshaft, a crankshaft can be reground and 
it is just as good if not better than a new one. If you take the time 
and regrind that and put it back on the specific car, there is no tax; 
but that ties your car up a number of days. If they regrind a crank- 
shaft of the same model as yours, and it is put in immediately, that 
process is taxed, although there is no manufacturing. They merely 
grind some metal off of it. 

Mr. Seety-Brown. Mr. Halfpenny, I would like to ask you this 
question: Do you feel that the only way your problem can be solved 
is by an amendment to an existing section of the code, or do you believe 
even at this late date that your problem could be solved by a change 
in the administrative rulings of the Department itself? 

Mr. Hatrrenny. I feel that it can only be brought about satisfac- 
torily now, to take care of our problem, by amending section 3403 (c), 
and use the same language that was incorporated in the or iginal bill of 
Congressman Reed. It merely adds the words “repairing, ‘rebuilding, 
and reconditioning of used parts.” I mean, it eliminates those parts. 
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The rulings from the Department are always misinterpreted. As 
far back, as I mentioned, as in 1942, Congressman George, in the Senate 
at that time, said: 


I thought the Bureau was to take care of that. 
Senator Herring said: 


Mr. Chairman, that was the understanding. The evidence was clear. The 
Statement made to the collector was clear. 


Senator La Follette said: 


It is my recollection that the committee virtually went on record in favor of 
something being done; went on record for relief being given by regulation. 

That has never occurred. 

I merely point out, back in the transcript, that this has been going 
on for years, and apparently our only opportunity for relief is amend- 
ment, 

Mr. See.y-Brown. You feel that actually, the rulings of the De- 
partment as regards this particular problem are, for all practical 
purposes, very difficult if not imponstble to enforce? 

Mr. Hautrrenny. That is right. 

Mr. Seety-Brown. In other words, it is impossible to police a prob- 
lem such as the one you have described ? 

Mr. Haurrenny. That is right. And it is more difficult under the 
reorganization, because over the years they were building up some 
experts in this field. It is a complicated segment of the law. By the 
change in the procedure they are having now, there will be an excise 
tax expert in each district. 

Not long ago, we received a call from a man who said that an agent 
in this particular district came in and told him that if he reground 
more than three crankshafts a year, he was subject to the tax as a 
manufacturer’s excise tax. I mean, that is just some arbitrary figure 
that is taken. 

Mr. Sree.y-Brown. I would like to ask one more question, sir, and 
that is, Have you brought this request or suggestion of yours to the 
attention of the Ways and Means Committee this year for considera- 
tion or for possible action ¢ 

Mr. Hatrrenny. We have, sir, and we are going to appear before the 
Ways and Means Committee when they have hearings on the excise 
taxes, which will be some time in June. 

Mr. Sreety-Brown. I understand they are scheduled to start about 
June 16. 

Mr. Hatrrenny. But this Small Business Committee, our members 
all feel that you are trying to do an outstanding job for them, and they 
requested that I appear and tell you the problem, because we felt that 
the prestige of this committee, after you examined into this, would 
be helpful to our solution before the Ways and Means Committee. 

Mr. Sre.y-Brown. Mr. Sheehan? 

Mr. Sueenan. Mr. Chairman. 

With reference to Mr. Halfpenny’s last statement, I think he is 
entirely correct on that: that part of the business of our committee 
is to help and protect and foster small business. 

With a problem such as this, which results in a departmental ruling 
contrary to Congress, we should take an active part in it and see that 
the wishes of Congress are complied with. 
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The Small Business Committee, as such, should make some recom- 
mendation and go before the Ways and Means Committee on this 
matter. 

Mr. Halfpenny, have the larger manufacturers or prime manufac- 
turers of these parts taken any position before the Government with 
reference to these matters? For instance, the original manufacturer 
of carburetors. Has he said that you fellows are liable to this tax? 

Mr. Hatrrenny. No, he has not. In fact, when I appeared before 
the Ways and Means Committee for the six major trade associations, 
that included practically all of the original parts manufacturers. 
And although they selfishly should be desirous of this tax being im- 
posed, they take the position that it is an unfair tax and have joined 
in the request for this relief. 

Mr. Surenan. I wanted to be sure that they were not putting pres- 
sure on the tax department. 

Mr. Hatrrenny. No, we do not think so. 

Mr. SHEEHAN. In your statement you said you represent roughly 
2,000 wholesalers and 300 manufacturers, employing from 3 to 25 
employees. That, by every definition, is small business. Would I be 
safe in assuming that a business of that size did not have too great 
of an office staff in oe average business like that ? 

Mr. Hatrrenny. Most of the people in our industry, until they 
become larger, lieve practically no office staff. Most of these people 
are mechanics and repairmen that get into the machine-shop business, 
and they understand that well. But when you come slens with 
forms or regulations, it is almost Chinese to them. We try to inter- 
pret it, being counsel for the association, to give them some of that 
information. But they do not have clerical staffs to figure out many 
of these things. 

Mr. SHEEHAN. In other words, the average firm in this industry 
would not have an accountant or an auditor in their office to interpret 
the various departmental rulings and see to it that everything is kept 
up to date? 

Mr. Hatrrenny. That is right. Most of them who are in this 
rebuilding end of it would not. They would have a man come in at 
the end of the year to prepare their income tax return and that is 
about the end of it. 

Mr. SHEEHAN. It would seem to me again that this is one of the 
industries where the Internal Revenue Department should have some 
compassion on account of the size of it and not subject them to a lot 
of details and recordkeeping, especially the retroactive provisions. 

Mr. Hautrrenny. The Treasury Department, I might add, has not 
been antagonistic to such an amendment, as far as I can see in the 
open. Many of the people in authority on this problem recognize 
that it is a most difficult one to try to interpret, and it is one of the few 
that they have ever got into where they tax reconditioning, rebuilding, 
or repairing. Almost everything else that is taxed under an excise tax 
they have never tried to construe as far as they have in the automotive. 
I don’t know of hardly any other industry that is true of. 

Mr. SureHan. That is all I have. 

Mr. Seery-Brown. Mr. Hosmer? 

Mr. Hosmer. I want to compliment the gentleman on bringing up 
a matter like this. It illustrates, I think, the situation not that these 
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people are able to pay taxes, but they are not capable of doing the 
mechanical job that it takes to pay them. That type of taxation, of 
course, is a burden on the economy, far over and above the amount of 
any tax that might be produced and, in this case, as you point out, 
probably it costs more to collect it than it produces in revenue. I think 
it points up the fact that we are living under an antiquated, patchwork 
structure of taxation that certainly deserves the attention, I hope, that 
it will receive by way of a complete rewrite within a short time. 

Mr. Hatrrenny. Along that very line, with the limited staff the 
Internal Revenue had, some of them were very expert in this field 
and with some of the larger rebuilders they would go in and make 
audits that would take weeks and weeks of their time and generally 
result in no tax assessment whatever. But they could not get around 
to these hundreds and hundreds of people involved. So it would be 
that some were paying and some were not. Discrimination is bad in 
any tax structure. 

Mr. Hosmer. That brings up a distinct unfairness among the tax- 
payers themselves. I do not think there is any one of your taxpayers 
that is trying to get an advantage by slipping out of the tax, 

Mr. Hatrrenny. No one wants to get a tax if they can help it. 

Mr. Yares. I think Mr. Halfpenny has covered the subject very 
well. 

Mr. See.ty-Brown. Mr. Quealy? 

Mr. Queaty. I would like to bring out a little more clearly the type 
of manufacturers in this association here. You mentioned the larger 
rebuilders. Would they be members of this association ¢ 

Mr. Hatrrenny. Yes. There are some that are, but most of the 
5,000 that I mentioned here that are involved in this are very small 
people. 

Mr. Queaty. But you speak of 300 manufacturers as members of 
your association. Do you include some of the largest companies in 
the country ¢ 

Mr. Haurrenny. That is right. And many of those are not inter- 
ested in rebuilding. I did not mention those as rebuilders. 

Mr. Quraty. They take back one of these parts and put it through 
a factory and they recarton it and when it comes out it is just like a 
new part; is that it? 

Mr. Hatreenny. No; that isn’t correct. We have in the NSPA, 
of the 300 manufacturers, 16 that are rebuilders. 

Mr. Quraty. But there are people doing that who are members? 

Mr. Hatrrenny. Most of those people who do this rebuilding are 
people like Phelps Roberts here that has a large machine shop. There 
are very few that do it. In fact, I don’t know of any that do it on 
the basis that you mention, to get out and box it, except engine 
rebuilders. 

Mr. Queaty. Well, carburetors, too? 

Mr. Hatrpenny. Carburetors, by and large, are done loc ally by 
somebody in that business. You will find some of the companies that 
don’t do any of that. Connecting rods are done locally. We men- 
tioned in a House heari ing out in Butte, Mont., many years ago, even 
during the war, that some of the vehicle manufacturers took connect: 
ing rods and would pay a premium to cut them in two so they could 
not be rebuilt. 
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Mr. Yates. May I ask a question at this point’ Are the parts 
when reprocessed just as good as the new ones? 

Mr. Hatreenny. Under Federal trade regulations they have to 
be identified as used parts. In many instances they claim that they 
are better than the new part. It would depend. If you have a forging 
of some types, for instance a connecting rod, if it has been used and 
worn, that forging would be a good one because it stood up under 
the stress and strain of action, and some of these connecting rods can 
be used, for instance, 3 or 4 times, by either putting some babbitt on 
them, or, like the Ford, cutting some steel off of them. 

Mr. Yates. What would be the competitive position of members of 
your association and those who sell new parts if the tax were removed 
from the sale of used parts? 

Mr. Hatrrenny. My association in the national standard parts, is 
primarily made up of manufacturers of new parts. 

Mr. Yates. Of new parts? 

Mr. Hatrrenny. New parts. 

Most of our wholesale members are the ones doing the repairing 
and reconditioning. The new parts manufacturers do not object to 
this, because they are able to sell parts to these people that do the 
repairing. 

You take a clutch plate, or something. There are springs, clutch 
facings, different things that go into the rebuilt unit that the new 
parts manufacturer will sell that rebuilder. For a long time, there 
was serious competition between the two. Many of the new parts 
manufacturers did not want to recognize builders. But in recent 
years, because of the increase in costs and the great number of cars 
on the road, there was a market there where rebuilt parts are a 
necessity. 

Mr. Yates. Just to get this clear in my own mind, does the difficulty 
in the Treasury position, as you see it, lie in the fact that it is an 
erroneous interpretation of a ruling by imposing the tax on the mere 
machining of parts as opposed to the sale of used parts that use 
additional parts to make them whole again ¢ 

Mr. Hatrrenny. If you go to a junkyard and buy a junk part there 
is no tax on that. But one that has been used and has been repaired 
and placed in perfect condition to be used again, there is a tax on 
that one. That, we feel, is unfair, because all of these parts have 
had one tax assessed against them originally. 

Mr. Yates. Suddenly the thought comes to my mind of a building 
that has had repairs done to it. ‘Should we consider those repairs as 
a capital item or as repairs? 

Mr. Hatrrenny. That is not quite the same. 

Mr. Yates. It is to the owner of the building. 

Mr. Hatrrenny. This 8 percent, if it is allowed under the law to 
be passed on to the customer. Well, you see, if you know what the 
tax is, you can incorporate it in your sales price. But the problem 
comes that these rulings change so rapidly that we don’t have an 
opportunity of always adding that tax. 

Mr. Yares. In other words, it is an unfair administration by the 
Treasury Department. 

Mr. Hatrrenny. I don’t blame them altogether. The wording is 
difficult. They have gotten into semantics. As you get into these 
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things in taxes, keep reaching for more, and finally have gotten into a 
twilight zone that hardly anyone can oe 
Mr. Srety-Brown. Thank you, Mr. Halfpenny. 


Mr. Haurrenny. I appreciate being here. I don’t envy the com- 
mittee on these general overall taxes. But I might say in a homely 
expression that we have in the Middle West, on this tax situation, 
they always say, “Milk the cow but don’t kill the cow.” We are 
almost at the place in taxes of killing the cow. 

Mr. Seety-Brown. The next witness is from the Commerce and 
Industry Association of New York, Mr. Benjamin Botwinick. 


STATEMENT OF BENJAMIN BOTWINICK, THE COMMERCE AND 
INDUSTRY ASSOCIATION OF NEW YORK, INC., NEW YORK, N. Y. 


Mr. Borwrnick. Mr. Chairman. 

Mr. Srety-Brown. In view of the length of your statement, sir, I 
wonder if you would like to read your complete statement or if you 
wish to refer to it and speak extemporaneously on those items which 
you think are of particular concern to this committee. 

Mr. Borwrnick, That is exactly what I intended doing. I will 
read the preliminary statement and then refer to some points in the 
lengthy statements. 

Mr. Srerty-Brown. Without objection, your complete statement 
will be made a part of our hearings. 

(Mr. Botwinick’s prepared statement follows :) 


STATEMENT OF BENJAMIN BoTWINICK ON BEHALF OF THE COMMERCE AND INDUSTRY 
ASSOCIATION OF NEw YorkK, INc., New YorkK 7, N. Y. 


The Commerce and Industry Association of New York, Inc., represents approxi- 
mately 3,500 business firms of all types, small and large, in the New York area. 
The association was founded in 1897 as the Merchants Association of New York. 

A substantial portion of the businesses represented are small businesses. 
Approximately 85 percent of the member firms employ less than 500 people. 
About 50 percent employ less than 100 people. 

The 44 recommendations for improvements in Federal tax laws and their 
administration—copies of which are attached to this statement—were prepared 
by the association’s 22-man committee on taxation and public revenue, of which 
I am a member. On March 5, 1953, these recommendations were discussed in a 
84-hour session with the Joint Committee on Internal Revenue Taxation here in 
Washington. The recommendations have also been furnished to the members of 
the House Ways and Means Committee, Senate Finance Committtee, and Senate 
Small Business Committee. 

Many of these 44 recommendations affect small businesses. Others, such as 
double taxation of dividends, capital gains, tax under section 102 on accumu- 
lated surplus, life inventories, and depreciation, affect both small and large 
businesses. Still others affect tax returns of individuals, as distinguished from 
business organizations. but, as you know, many small businesses are conducted 
by individuals and partnerships. 

While submitting for your study and consideration all 44 recommendations 
made by our committee, I would like to call your attention to the following items 
that particularly affect small businesses : 

Item No. 15.—Deduction for estimated expenses and losses that are reasonably 
determinable in accordance with accepted accounting principles. 

Item No. 17.—FElimination of present treatment of loans to businesses as non- 
business bad debts. 

Item No. 18.—Inclusion in the net operating loss deduction of losses on sale 
of business assets by taxpayers other than corporations. 

Item No. 20.—Deduction for accrual of franchise, property, and other taxes as 
expenses for the period for which levied. 

Item No. 25.—Deductions for payments to related taxpayers. 
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Item No. 28.—Compensation for services rendered, elimination of right of 
taxing authorities to pass upon reasonableness of salaries, retention of right to 
deny deductions that are distributions of profits and not in fact compensation for 
services rendered. 

Item No, 34.—Liberalization of depreciation deductions. 

Item No. 8.—Tax consequences of death of partner. 

Item No. 10.—Redemption of stock to pay death taxes. 


ADMINISTRATIVE CHANGES 


Item No. 36.—Change from March 15 to April 15 for filing individual income 
tax returns and declarations. 

Item No. 37.—Change from January 15 to February 15 for filing final esti- 
mated tax declarations, 

(The above two items affect small businesses conducted by individual pro- 
prietors and partners.) 

Item No. 38.—Publication of all rulings. 

Item No. 39.—Simplitication of return forms. 

After these 44 recommendations, pertaining to particular sections of the Inter- 
nal Revenue Code, were drafted by our committee, the announcement was made 
by Chairman Reed of the Ways and Means Committee that there would be a 
wholesale revision of the entire code by next year, if possible. Our committee has 
been invited to and will make further recommendations in connection with the 
complete revision. The fact that other particular recommendations are not 
included among the 44 presented to date, therefore, does not necessarily mean 
that our committee does not advocate them. In other words, our 44 recommenda- 
tions, when drafted, were not intended to cover all sections of the Code. 


COMMERCE AND INDUSTRY ASSOCIATION OF NEW YorK, INCc., 
New York 7, N. ¥. 


SPECIFIC RECOMMENDATIONS FOR IMPROVEMENTS IN FEDERAL Tax Laws 


The attached 44 recommendations, which have been transmitted to the Joint 
Committee on Internal Revenue Taxation, are subdivided as follows: 


Benne. SUIS. 60: TAK n cnkimncennncuee ss ; : . Nos. 1-10 
Income from foreign sources______-_-----~ ; b Nos. 11—14 
EE EE SR a! . Nos. 15-27 
Taxation of corporations_-_--_---~~_ : ; al Nos. 28-33 
Depreciation and amortization a : ‘ _.. Nos. 34-35 
Administrative problems_ . ae 


The association believes that balancing the budget and avoiding deficit financ- 
ing should be paramount considerations. Many of the amendments suggested 
as desirable do not, in our opinion, involve substantial reductions in tax revenues. 
Suggested amendments that do involve possible reductions in tax revenues are 
in some cases stated in order of diminishing effect, that is, in addition to the 
amendment considered to be most desirable, alternatives based upon revenue 
needs are suggested as starts leading eventually to attainment of the goal. 

In view of the inclusion, in the general recommendations, of the recommenda- 
tion to allow the excess-profits tax to expire under the terms of existing law, 
technical amendments of the provisions of the excess-profits-tax law are not 
included among these recommendations. 


INCOME SUBJECT TO TAX 


1. Double taxation of dividend income 

Legislation should be enacted to mitigate the present double taxation of divi- 
dend income. 

Under present law, except for smaller corporations, corporate income is cur- 
rently taxed at 52 percent or more to the corporation. When dividends are 
distributed to noncorporate stockholders, such income is again taxed at rates 
of from 22 percent to 92 percent. Dividends from one corporation to another 
are subjected to a second corporation income tax, subject to the 85-percent 
dividends-received credit. 

This situation results in unduly burdensome taxation of corporate income, 
exerts a disproportionately powerful influence in the choice between corporate 
and other forms of doing business, discourages the use of subsidiary corporations 
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no matter how sound economically, and encourages debt rather than equity 
financing of corporations, since interest is deductible, but dividends are not. 

If revenue needs of the Government make it impracticable to wholly eliminate 
this double taxation of corporate income, the association recommends thet a 
start be made toward achieving this desirable result. 

It is therefore proposed : 

(a) The tax on intercorporate dividends should be eliminated. 

(0) A credit should be allowed for dividends received by noncorporate stock 
holders equal to the initial combined rate of normal and surtax on individual 
incomes (22.2 percent), such credit not to exceed the tax otherwise determined 
after applying the credits provided for im sections 31 and 82 (the foreign tax 
credit and the credit for tax withheld at the source under secs. 143 and 144) 
but before the credit provided for in section 85 (for tax withheld on wages). 

(c) If the revenue needs of the Government will not permit a credit of as 
nruch as 22.2 percent, a credit of at least 10 percent on dividend income should 
be allowed as a first step in eliminating double taxation of corporate income 
2. Taxation of capital gains 

Most tax systems in the world impose no tax on capital gains. Capital gains 
account for a relatively small percentage of the total revenne from income taxes. 

Special factors peculiar to capital-gaims taxation are as follows: 

(a) The tax liability is a matter of choice, as such tax is ineurred only where 
the taxpayer voluntarily makes a disposition of the property. 

(b) Seeurity values periodically fluctuate in accordance with market condi 
tions, and the apparent gain is to a substantial extent merely a reflection of 
cyclical fluctuations. 

(c) Where values increase due to changes in the price level, as they have in 
recent years, the apparent gains are largely illusory in terms of real value and the 
subjecting of such gains to a substantial tax tends to discourage realizations 
This is particularly true where the only purpose of the sale is to transfer the funds 
to another investment. Under these conditions the capital gains tax is the equiva- 
lent of an investment transfer tax at a high rate. 

Various proposals for alleviating this situation and encouraging sales of appre 
ciated investments have been made. The association recommends that serious 
study be given the more important suggestions, as follows: 

(a) Abolition of the tax on capital gains. 

(b) Reduction of the tax rate to 12% percent, or the inclusion in income of 
25 percent of capital gains. 

(c) Permitting tax-free exchanges of investment property for other preperty 
of a like kind. 


3. Limitation of taxz on earned income 


Some provision should be made for imposing a lower tax burden on earned 
income than is imposed on other types of income. Our present income-tax rates 
are so high that it is virtually impossible for a person to accumulate out of earned 
income a substantial reserve for his old age or an estate of sufficient size to sup- 
port his widow and other dependents. From the standpoint of ability to pay, a 
differentiation in favor of earned income as compared with investment income 
seems to be called for. 


|. Retirement income for self-employed and those not covered by pension plans 

Large numbers of employees of corporations now participate in qualified pen 
sion or profit-sharing plans. The effect of such plans is to defer for tax purposes 
to years after retirement a substantial part of the compensation currently earned 
No such relief is now available to self-employed persons or to others whose 
employers have not established such plans. 

This substantial inequity should be mitigated by legislation that would permit 
self-employed persons and others not covered by existing pension plans to deduct 
from their taxable income limited amounts to be set aside each year in restricted 
retirement funds. Legislation along the several lines proposed in the Reed 
Keogh bills, introduced last year, and reintroduced this year as the Jenkins 
Keogh bills (H. R. 10 and H. R. 11), should be enacted. 

5. Payments to beneficiaries of deceased employees 

Section 22 (b) (1) (B) now allows the exclusion from income of amounts 
received under a contract of an employer providing for payments to the bene 
ficiaries of an employee, where paid by reason of the death of the employee, up 
to a maximum of $5,000. 
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It is recommended that this exclusion be liberalized to include, subject to the 
overall $5,000 limitation, any payment made by an employer to the widow or 
dependents of a deceased employee, even though not made pursuant to contract 
with the employer. 


6. Prepaid income 

Taxpayers should be permitted to defer the reporting of prepaid income for 
future rent, services, or sales of property in accordance with generally accepted 
accounting principles, where such procedure is called for by the method of ac- 
counting consistently employed by the taxpayer. 


?. Change from accrual to cash or installment basis 

Taxpayers changing from accrual to cash or installment basis of reporting 
income should be granted a limited credit for the tax already paid on the portion 
of their income which was reported on the accrual basis in earlier years. 
Under present law the taxpayer making such a change is required to include 
the profit attributable to amounts received in each year on account of sales 
made in prior years even though the entire profit on those sales has already 
been reported on the accrual basis and the tax paid thereon. This results in 
double taxation of the same income. This inequity should be removed, subject 
to such limitations as are necessary to carry out the purpose of the amendment. 


8. Taw consequences of death of partner 

There is a conflict in the decisions as to the effect of the death of a partner 
on the treatment of partnership income. With respect to the deceased partner’s 
income, treatment of his death as terminating the partnership can result in 
taxation in a single year of from 13 to 23 months of income, where the partner- 
ship is on a fiscal-year basis and the partner on a calendar-year basis. With 
respect to the surviving partners, the partnership taxable year sometimes is 
considered as continuing without change. 

The conflict should be resolved by an amendment providing, in substance, that 
if the partnership business is continued after the death or retirement of a 
partner or the admission of a new partner, a dissolution of the partnership by 
reason of such death, retirement, or admission shall not close its taxable year 
prior to the close of its annual accounting period, except with respect to a partner 
who retains no interest in the profits or losses of the partnership after the dis- 
solution ; and that if the estate, heir, or legatee of a deceased partner is entitled 
to an interest in the profits or losses after death, the decedent’s distributive 
share of the partnership income for the taxable year of the partnership shall be 
treated as income of the estate, heir, or legatee. 

9. Personal holding company gross income 

For the purposes of subchapter A, dealing with personal holding companies, 
gross income from the sale of products or services should be defined to mean 
“gross receipts from sales.” Under present law gross income from the sale of 
products or services is the excess of selling price over cost. Under adverse cir- 
cunistances, even though the company is actively engaged in business and has 
substantial sales, the “gross income” from this source as now defined may 
greatly decline or disappear and a small amount of personal holding company 
income may cause it te qualify as a personal holding company, even though on 
principle it should not be so classified. This situation would be cured by treat- 
ing gross receipts from sales of goods or services as gross income for the purpose 
of establishing a fairer criterion of the relation between mercantile business 
transactions and personal holding company income. 


10. Redemption of stock to pay death tares 


Under section 115 (g) (3), permitting certain corporate distributions to be 
made in redemption of stock of closely held corporations to pay estate and 
inheritance taxes without danger of a claim that dividends have been distributed, 
the law is applicable only to distributions made within the period of limitations 
provided for in section 874 (a) (determined without the application of sec. 875) 
or within 90 days after the expiration of such period. This means that dis- 
tributions which fall within section 115 (g) (3) must be made within 3 years 
and 90 days after the estate-tax return is filed. 

In many legitimate cases it may be impossible to determine the Federal estate 
tax within this period. This is particularly true of cases taken to the Tax Court 
of the United States. In such cases the statute of limitations on assessment of 
deficiencies is extended by section 875. Section 115 (g) (3) expressly provides 
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that this suspension of the running of the statute shall not be taken into account. 

When the amendment which became section 115 (g) (3) was under considera- 
tion in the revenue bill of 1950, the Senate made an amendment for including 
within the allowed period distributions made during any suspension of the 
statute under section 875. This provision was eliminated in conference without 
explanation. 

The financial problem of the executor in financing the payment of the estate 
tax continues until the estate tax is finally determined, even though this requires 
a period of more than 3 years and 90 days. 

It is recommended that section 115 (gz) (3) be liberalized to make it applicable 
to distributions made at any time prior to the expiration of the statute of limita- 
tions on assessments of deficiencies in estate tax, including the period for which 
the statute is suspended by section 875 because of an appeal to the Tax Court. 

It is further recommended that the other limitations appearing in this section 
of the law be reexamined with a view toward liberalizing its application. 


INCOME FROM FOREIGN SOURCES 


/1. Defer income from foreign operations of domestic corporations from United 
States taxation until the proceeds of the operation are remitted to this 
country. 

12. Eliminate the dual (“per country” and overall) foreign tax credit limitation 
in favor of a single limitation. The association is inclined to favor 
elimination of the “per country” limitation and retention of the overall 
limitation. 

13. Restore the principle of a complete surtax exemption for Western Hemisphere 
trade corporations. 

. Extend the treatment of Western Hemisphere trade corporations to corpora- 
tions doing business in foreign countries. 


DEDUCTIONS 


15. Deduction for estimated expenses and losses 


In accordance with basic accounting principles for the determination of income, 
it is generally accepted accounting practice to make provision, with respect to 
the period in which income is earned, for estimated expenses and losses relating 
to such period which are reasonably determinable in amount. The deduction 
expressly permitted by statute in the case of bad debts is a recognition of sound 
accounting procedure in this regard. 

In other instances, however, taxpayers have been denied the right to deduct 
estimated expenses and losses from the income of the period to which they 
properly relate. For example, it has been held that a taxpayer could not deduct 
the estimated loss for cash discounts which, experience has shown, would be 
taken by customers 9n payment of the accounts receivable outstanding at the 
end of the year. Likewise, where merchandise is sold under a guarantee, or 
where the vendor agrees to service or repair the product for a given period, 
deduction is denied although it is frequently possible, on the basis of past 
experience, to determine the amount of future expenses or losses with consid- 
erable accuracy. Deduction is also denied for self-insurance reserves, even 
though based on years of experience. In all of these cases no deduction is 
permitted until such time as the losses are sustained and the expenses actually 
incurred. As a result the taxpayer is subjected to tax on receipts which do not 
truly reflect his income for the period. 

Taxpayers should be permitted to deduct, in determining income for the tax- 
able year, all estimated expenses and losses which, under generally accepted 
accounting principles sre applicable to such year, the reasonableness of which 
can be established by the past experience of the company or by other facts. 


16. Offset of capital losses against ordinary income 

Section 117 (d) (2) should be amended to provide for the offsetting of capital 
losses against ordinary income to the extent of $5,000 annually, with a 5-year 
carryover of such losses. 

The principle of limiting capital loss offsets, perhaps basically inequitable, 
was designed to protect Federal revenues at a time when losses were high and 
receipts from the capital gains tax constituted a much more important source of 
revenue than at the present time. While the conditions then prevailing have 
changed, the limitations have remained. This is especially true of the $1,000 
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loss limit, now in effect, which was established in 1942, when the price level was 
considerably lower than at present. 

The increase to $5,000 of the loss offset would provide substantial relief to 
persons in moderate income brackets where the broadening of share ownership 
holds the greatest promise. At the same time individuals with larger incomes 
and, in general, larger losses would still be unable to offset any large portion of 
their ordinary income under the proposed capital loss deduction. 


17. Nonbusiness bad debts 

The statutory definition of nonbusiness bad debt contained in section 23 (k) 
(4) of the code, excludes from the scope of that term debts the loss from the 
worthlessness of which is incurred in the taxpayer's trade or business. Deduc- 
tions for losses from nonbusiness bad debts are, of course, subject to the limita- 
tions imposed upon short-term capital losses. 

The Treasury Department has interpreted section 23 (k) (4) so as to include 
among nonbusiness bad debts, debts which did actually arise in the course of a 
taxpayer’s trade or business, but which at the time of worthlessness were not 
directly connected with a trade or business of the taxpayer who suffered the loss. 
Regulation 111, section 29.23 (k)-—6. It is believed that the Treasury’s restrictive 
interpretation of this provision imposes severe hardship on taxpayers affected. 
The statute should be amended to exclude from treatment as a nonbusiness bad 
debt, debts actually arising in the course of a taxpayer's trade or business, regard- 
less of circumstances at the time of worthlessness. 

The statutory language with respect to the “trade or business” of the taxpayer 
should also be broadened so as to exciude from nonbusiness bad debt treatment 
loans or advances to business organizations in which the taxpayer has a financial 
interest either as an employee, stockholder, or creditor. Much controversy and 
litigation has ensued because of the Treasury’s narrow approach to the concept 
of a taxpayer’s “trade or business.” 


18. Net operating loss deduction on sale of business assets by taxpayers other 
than corporations 

Section 122 (d) (5) provides, in the case of taxpayers other than corporations, 
for the allowance of losses in the computation of the net operating loss deduction 
only if they are attributable to the operation of a trade or business regularly 
carried on by the taxpayer. This provision has been held to exclude from the 
computation of the net operating loss deduction (except to the extent of non- 
business gross income) losses sustained on the sale of real estate and other prop- 
erty used in the taxpayer’s business on the ground that the taxpayer was not in 
the business of selling the particular property involved and, hence, such losses 
were not sustained in the operation of the trade or business. 

Losses of the type described are presently allowable in determining the net 
operating loss of corporate taxpayers and it is believed that noncorporate tax- 
payers should not be denied the benefit of similar treatment. The operation of a 
business reasonably contemplates the purchase and disposition of the business 
property and losses upon the sale of such assets are business losses, even where 
all the assets are sold and the taxpayer ceases to carry on the business. Section 
122 (d) (5) should be amended so as to provide that the loss sustained upon the 
sale of property used in the trade or business shall be considered as attributable 
to the operation of the trade or business unless the loss is treated under section 
117 (j) as a capital loss. 

19. Payments by accrual basis taxpayers to pension or profit-sharing trusts 

Under section 23 (p) (1) (FE) of the code, a taxpayer on the accrual basis 
making contributions to an employees’ pension or profit-sharing fund, is deemed 
to have made a payment on the last day of the year of accrual if the payment is 
actually made for such year within 60 days after the close of the year. Amounts 
paid subsequent to the 60-day period are not deductible in the year of accural. 

Experience has demonstrated that the 60-day period prescribed in the statute 
for determining the amount required to be paid to employee funds is inadequate 
in many cases. It is often necessary to assemble voluminous payroll and other 
employee data and to make complex actuarial computations in order to determine 
accurately the amount to be paid. Moreover, where a profit-sharing plan is 
involved, the amount to be paid may not be determinable until the net income for 
the period is finally determined upon the completion of an independent audit 
of the taxpayer’s books. The period within which payment must be made to 
qualify as a deduction in the year of accrual should be extended to the time of 
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the due date for filing the return for the taxable year, including any extension 
of time for filing such return. 


20. Deduction for accrual of franchise, property and other tares 

It is universally accepted accounting practice to regard taxes as an expense of 
the period for which levied. Thus, if a property tax is imposed for the calendar 
year 1952, it is regarded as an expense of that period, regardless of such local 
characteristics of the tax as assessment dates, lien dates, etc. In the case of a 
fiscal year taxpayer, say, on a May 31st fiscal year, * of such tax would be treated 
as an expense for the year ended May 31, 1952, and ys would be included as an 
expense for the year ended May 31, 1953. 

Likewise, where a corporation franchise tax based upon the income of a given 
period is imposed for the privilege of carrying on business for a future period, 
the accepted accounting practice would be to treat such tax as an expense of the 
privilege period for which the tax is imposed. 

Under the court decisions, however, it is held that the accrual of a tax oceurs 
upon the date when the amount and liability for the tax become fixed and that the 
entire tax is deductible on, and only on, that date. The result is a rather con- 
fusing situation with respect to the deductibility of local taxes with deductions 
varying from cominunity to community depending upon such local differences as 
assessment dates, dates of issuance of assessment rolls and tax warrants, lien 
dates, dates upon which personal liability for the tax is determined, ete. In 
many cases, several property taxes on the same property may be deductible at 
different times because of varying assessment and lien dates relating to the 
imposition of village, county, school and other property taxes in the community. 

The statute should be amended to permit taxpayers to deduct accruals for 
taxes, in accordance with generally accepted accounting principles consistently 
employed by them, ratably over the period for which the taxes are imposed. 


21. Apportionment of property taxes between vendor and vendee 


Local practice in many communities is to apportion property taxes between 
vendor and vendee, upon a sale of real property, by prorating the tax over the 
tax year for which the tax isimposed. In some cases, such procedure is provided 
by local statute. Such apportionment is made without any reference to assess- 
ment dates, lien dates, existence of personal liability for the tax, etc. 

It frequently occurs, however, that a property tax for the calendar year 1952, 
for example, would, under local statute, be assessed and become a personal lia- 
bility and lien upon the property on or before January 1, 1952. In this situation, 
it has been held by the Supreme Court that the vendee who purchases property 
after January 1, 1952, and pays a proportionate part of the property tax for such 
year, is not entitled to any deduction with respect to such tax because the tax 
was imposed upon the vendor and was a personal liability of the vendor and a 
lien upon the property prior to the sale. In the court’s view, the tax paid by 
the veudee must be treated as an addition to his cost since it is considered 
merely as the discharge of an existing lien upon the property (Magruder v. 
Supplee, 316 U. 8. 394 (1942) ). 

It is believed that the denial of the deduction to the vendee in such a case for 
taxes paid by him is inequitable. Moreover, the rule laid down by the Supreme 
Court is opposed to long-established and well-settled real estate apportionment 
practices. The statute should be amended to provide for the deduction of prop- 
erty taxes by vendor and vendee in the amounts apportioned to each where such 
apportionment is made in accordance with local practice or statute. 


22.“*Lower of cost or market” LIFO 


Many taxpayers who were prevented from electing the LIFO method of in- 
ventory valuation, when it was first permitted for tax purposes, by the erroneous 
strict administration of the Treasury Department were later afraid to make the 
election when amended regulations and decided court cases removed these bar- 
riers. Spiraling prices coupled with the requirement that inventories be carried 
strictly at cost made such an election an extremely dangerous business risk. 

An amendment to the Internal Revenue Code which would eliminate the re- 
quirement that inventories valued under the LIFO principle be carried strictly 
at cost, substituting therefor the right to use cost or market, whichever was 
lower, would remove an unfair and discriminatory restriction from the law. 
The removal of this restriction would permit many more companies to elect 
LIFO without fear of unjust taxation in a declining market. The widespread 
use of LIFO would be a substantial barrier again reflecting inflated inventory 
values in financial statements. 
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23. Involuntary liquidation of LIFO inventories 


Under temporary stopgap legislation, Public Law 919 enacted in January 1951. 
the period in which involuntary liquidations will be recognized is ending this year 
Also, the period for replacement of World War II liquidations expired last year 
but the continuing national emergency has prevented complete replacement. 

It is recommended that the temporary stopgap legislation be replaced with a 
permanent workable involuntary liquidation provision which will protect LIFO 
basis taxpayers from unjust taxes on incomes distorted for reasons beyond their 
control. The permanent provision should be along the lines of H. R. 9794 intro- 
duced on November 30, 1950, by Representative Sidney Camp, Democrat, of 
Georgia, and H. R. 9847 introduced on December 5, 1950, by Representative Daniel 
Reed, Republican, of New York. 

24. Mortgaged or pledged property bid in by creditor 

Under section 29.23 (k) (3) of regulations 111, where the holder of a mortgage 
or other debt forecloses on the pledged property and buys it in, the transaction 
is divided into two separate categories. First, gain or loss is realized measured 
by the difference between the amount of the obligations of the debtor which is 
applied to the bid price and the fair market value of the property. Second, the 
deductibility of the balance of the debt, not applied to the purchase price, is 
determined under the usual rules relating to the deduction of bad debts. Dis- 
torted results frequently occur under this dual treatment, particularly where 
capital gain or loss is held to have been realized under the first category. 

There would appear to be no sound basis for the artificial division of this 
transaction into two separate elements and in having gain or loss depend on 
the accident of the bid price, which frequently, because of the absence of com- 
peting bidders, bears no relation to actual values. All that has actually occurred 
is that the creditor has received as against his investment in the debt property 
having a certain fair market value, leaving the balance of the investment in 
the debt to be recovered. The tax treatment of this transaction should be 
related simply to this balance, with the allowance of a bad debt deduction for 
such amount as ultimately proves worthless. 


25. Deductions for payments to related taxpayers 


Code section 24 (c) disallows to a taxpayer on the accrual basis any deduction 
for unpaid expenses or interest which is payable to a related taxpayer on the 
cash basis unless the payment is made during the taxpayer’s taxable year or 


, 


within 2% months after the close of such year. The purpose of this provision is 
to prevent a taxpayer from obtaining a deduction for expenses or interest pay- 
able to a related taxpayer where such amounts are not promptly paid and are 
therefore not includible in income of the payee. 

If such expense or interest is disallowed under the terms of section 24 (c) it 
may not be deducted even if it is paid subsequently. Regulation 111, section 
29.24-7. Moreover, it has been held in some cases that the deduction was not 
allowable even though the related taxpayer, on the cash basis, was required to 
include the amount as income on the theory of a “constructive receipt.” 

In view of the harsh consequences attendant upon the application of section 
24 (c), that provision should be amended to provide that if the deduction is 
disallowed for the year of accrual, it should be allowed for the year in which 
it is paid, or if the taxpayer to whom the payment is made elects to include 
such payment as income in a taxable year beginning not later than the end of 
the taxable year of the payor during which such amount accrued. 


26. Basis of property to related transferee where loss has been disallowed 


Section 24 (b) of the code provides that no deduction shall be allowed in 
respect of losses from sales or exchanges of property between members of a 
family and certain other related parties. Although the loss is disallowed, 
however, if the purchaser in such a transaction thereafter sells the property at 
a price higher than he paid, though less than the cost to the transferor, taxable 
gain results. 

This result appears inequitable in view of the disallowance of loss to the related 
transferor and is opposed to the general principle applied in many other sections 
of the code, that the tax basis of property is not affected by a transaction in which 
no gain or loss is recognized. 

The statute should be amended to provide that the basis rules applicable in the 
case of gifts be applied to section 24 (b) transactions, i. e., for the purpose of 
determining gain the basis shall be the transferor’s basis, but for the purpose 
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of determining loss the basis shall be limited to the value of the property at the 
time of transfer. The amendment should also provide that the holding period 
under section 113 of the code, in case of gain, shall include the holding period of 
the transferor. 


y 
wt. 


Repayment of profits to corporation pursuant to section 16 (b) of the Securi- 
ties Exchange Act of 1934 

For the purpose of preventing the unfair use of information about the listed 
securities of a corporation by an officer, director, or holder of 10 percent or more 
of its stock, section 16 (b) of the Securities Exchange Act of 1984 provides for 
the repayment to the corporation of any profits made by such person as a result 
of dealings by him in the corporation’s stock. This provision does not require ¢ 
showing that the corporate officer or stockholder did, in fact, profit by the use of 
inside information. The mere purchase and sale (or sale and purchase) by the 
individual of the corporate stock within a 6 months’ period is sufficient to cause 
the repayment. 

In the recent Davis case (17 T. C. 549, on appeal) it was held that a person 
required to make payment of such profits to his corporation was not entitled to 
any tax benefit for the repayment although tax had been paid on the earlier 
reported profit. The decision was based on grounds of public policy. 

It is believed that this result is unduly harsh and unfair in the absence of any 
showing of conscious wrongdoing on the part of the individual. Such repayment 
should be treated either as an adjustment of the proceeds of the profitable sale 
or as a short-term capital loss. 


TAXATION OF CORPORATIONS 


28. Compensation for services rendered 

Section 23 (a) of the code authorizes the deduction of all the ordinary and 
necessary expenses paid or incurred during the taxable year in carrying on any 
trade or business, including a reasonable allowance for salaries or other com- 
pensation for personal services actually rendered. This section should be amended 
by striking out the limiting phrase “including a reasonable allowance for salaries 
or other compensation for personal services actually rendered.” 

This change will not result in serious loss of revenue, nor will it deprive the 
Commissioner of authority to disallow deductions which are not in fact compensa- 
tion for service rendered. The high rate of tax now imposed on individuals is in 
itself a sufficient deterrent to the payment of excessive compensation for personal 
service rendered, and this probably will be true for a long time to come. 

As presently worded, section 23 (a) (1) (A) is a breeding ground for endless 
controversy between taxpayer and Bureau on the question of what is “reason- 
able” compensation, the cost of which to the taxpayer in time and money in the 
defense of claimed deductions far outweighs the revenue produced when meas- 
ured against the loss of public confidence and good will. The change here 
urged—to treat salaries and other compensation for personal services as ordinary 
and necessary expenses in the same class as rent, light, heat, etc —would bring 
taxable income one step nearer to net income as determined by application 
of sound accounting principles. 


29. Consolidated returns 


It is recommended that an affiliated group of corporations (a) have an annual 
election with respect to the filing of consolidated returns, and (0) that the 
2 percent penalty tax be eliminated. 

80. Surtaz on corporations improperly accumulating surplus 

Section 102 has outlived its usefulness and should be repealed. Before personal 
holding companies were carved out of similar sections in earlier revenue acts, 
the section may have been useful in preventing widespread abuses arising from 
incorporated “pocketbooks”, etc. Now that personal holding corporations are 
dealt with separately under the code and section 102 is limited to other cor- 
porations, the need for the latter section is subject to serious challenge. The 
recommendations with respect to section 102, stated in order as to diminishing 
effect, follow : 

(1) Repeal section 102. 

(2) The burden of proof shall rest with the Commissioner. 

(3) Other proposals: 

(a) At taxpayer’s option dividends paid after the end of the taxable year, 
but before the due date (original or extended) of the tax return, should be 
allowed as a credit in computing undistributed section 102 net income. 
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(6) In the event of imposition of surtax under section 102, the corporation 
should be permitted to relieve itself of such tax, in whole or in part, by a 
deficiency dividend under conditions and procedures now prescribed in section 
506 for personal holding companies, or alternating, by filing consent dividend 
papers, as provided in section 28, effective as of the original taxable year. 


81. Dividends paid credit for distributions in liquidation 


The code should be amended to make clear that section 27 (g) pertaining to 
distributions in liquidation is not limited by the provisions of section 27 (h) 
pertaining to preferential dividends. If individual stockholders receive payments 
in liquidation of their interests, such distributions may include amounts charge- 
able to earnings or profits accumulated after February 28, 1913. The corporation 
should be allowed a dividends paid credit for the portion chargeable to earnings 
and profits. 

Such a distribution, by its nature, cannot be pro rata, and the fact that all 
shareholders are not liquidating their interests at the same time should not be 
deemed to make it a preferential distribution. It is because of the basic dif- 
ference between liquidating distributions and those made in the ordinary course 
of business that distributions and liquidations are covered by special sections. 
It is inequitable to tax liquidating gain realized by the receipient, a portion of 
which represents accumulated earnings and profits of the corporation and, at 
the same time, to deny the dividends paid credit to the corporation for reasons 
that may be applicable in the case of regular distributions but should have no 
application to distributions in liquidation. 

The change here recommended would have the effect of overruling the question 
able decision in May Hosiery Mills, Inc. (42 B. T. A. 646), affirmed on appeal 
(123 F. (2d) 858 (C. C. A. 4)). If approved, a dividends-paid credit not now 
allowable would be allowed for section 102 purposes and, in the case of personal 
holding corporations, in the computation of undistributed subchapter A net 
income. 


$2. Election as to recognition of gain in certain corporate liquidations 


It is recommended that section 112 (b) (7) be made a permanent part of the 


Internal Revenue Code, and that the provisions concerning the time of filing of 
elections by shareholders be liberalized. 


83. Personal holding companies 


(a) Corporations making consolidated returns.—Under section 501 (c) of the 
code the common parent of a group of railroad corporations filing a consolidated 
return is subject to tax as a personal holding company only if the common parent 
of the group satisfies the stock ownership requirement, and the income of the 
group satisfies the gross income requirement of, a personal holding company 
as defined in section 501 (a) of the code. Conversely, if either (a) the stock 
ownership of the parent or (b) the income of the group fails to satisfy the defini- 
tion of a personal holding company, the group filing a consolidated return is not 
subject to tax as a personal holding company. These provisions of section 
501 (c), presently limited to railroad corporations, should be extended to all 
business corporations. ‘This may be accomplished by striking out the last sentence 
in section 501 (c) of the Internal Revenue Code. 

(0) Charitable contribution limitation.—In the computation of subchapter A 
net income of personal holding companies adjustment is permitted to allow con- 
tributions up to the limit of 15 percent, as is the case of individuals, in lieu of 
the limit of 5 percent applicable to regular corporations. 

Public Law No. 645, enacted July 8, 1952, which is effective for taxable years 
beginning after December 31, 1951, raised the limit on contributions of individuals 
from 15 to 20 percent. 

Apparently by inadvertence a corresponding amendment was not made to 
section 505 (a) (2). 

Section 505 (a) (2) should be amended by deleting “15 per centum” and sub- 
stituting therefor “20 per centum”, this amendment to be effective for taxable 
years beginning after December 31, 1951, so that the effective dates of both Pub- 
lic Law 465 and this amendment would be uniform. 


DEPRECIATION AND AMORTIZATION 
84. Depreciation 
A reasonable allowance for depreciation in income taxation is one which will 


permit the taxpayer to recover out of profits a sufficient amount to return to him 
free of income tax the amount of the investment. 
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Recovery can only come out of profits, not out of losses. A requirement that 
depreciation must be charged ratably on an annual basis, regardless of whether 
or not profits are earned, will not do this unless the losses of loss years are fully 
deductible and without limitation from profits of profitable years, with the loss 
computation on the same basis as that for computing taxable income. 

Our present net loss carryover provisions are not on this basis, so they cannot 
be relied on to insure the depreciation charge against loss years will ever be 
applied in reduction of otherwise taxable income. 

In any event, a reasonable allowance for depreciation will not necessarily fall 
in equal amounts over all years. The useful value of the equipment in con 
tributing to profits will vary from year to year, and depreciation allowances 
may also properly vary. The rule should be such as will permit a reasonable 
allowance within the expected useful life of the property. This we believe is the 
general spirit and intent of the law and the basic regulations thereunder, and 
the law and regulations should be revised to conform to this intent. 

It is recommended that— 

(a) Depreciation allowances should be more liberally determined, both as to 
method and amount, to grant to the taxpayer the right of recovery from taxab\ 
income of amounts the taxpayer has expended and to have that recovery within 
the period of reasonably expected usefulness, not unduly extended on the basis 
of possible physical life of the property which disregards obsolescence, improve 
ment of the art, improvement of methods, and demands for product. 

(b) The tax-benefit rule should be applied in determining the amount allow 
able as well as the amount allowed. 

(c) The rule as to adjustment of basis with respect to the amount allowed 
or the amount allowable should fully take into account the tax-benefit rule on 
the aggregate amount thus allowed or allowable prior to the beginning of the 
taxable year for which the computation is made. The present methods of the 
Bureau, whereby the adjustment may be computed by using the amount allowed 
or allowable, whichever is greater in any year and thus requiring adjustment for 
more than the total which has been allowed or the total which has been allow 
able, should not be permitted, and the law should make this clear. 

85. Amortization of emergency facilities 

Under present provisions for amortization of facilities for which emergency 
certificates are cranted because they are deemed necessary in the interest of 
national defense, there is endeavor to determine what part of the cost of the 
facility should be considered as attributable to defense purposes. 

Insofar as this may relate to the determination of some part of the total cost 
of plant and equipment which is to be considered as necessary for national 
defense as distinguished from some part which is not considered necessary for 
that purpose, there is probably ground for allocation. For example, if only a 
certain part of construction and equipment is deemed necessary in the interest 
of national defense, whereas the taxpayer in connection therewith wishes to 
install additional plant and equipment or provide for a greater capacity which 
is not deemed necessary for national defense, there would seem ground for 
allocation, so the certificate of necessity would only be issued for such part or 
such capacity as was deemed in the interest of national defense. 

However, if plant or equipment in its entirely is deemed necessary for national 
defense, there should be no attempt at some percentage allocation based on an 
estimate of the extent to which during its expected future life it might be devoted 
to defense activities as distinguished from any later period after the defense 
emergency had passed. 

Furthermore, the present law adopts the 5-year period which was provided 
for in the World War II statute but does not provide for the shortening of that 
period if the period of emergency should prove to be less than 5 years. 

It is recommended that— 

(a) The law should provide that the determination of the proportion of the 
plant to be amortized should be made on the basis of its need for the present 
emergency. 

(bv) The law should provide for a shorter period of amortization if the emer- 
gency ends before the close of the 60-month period or if the certifying authority 
determines the facility is no longer necessary in the interest of national defense. 
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ADMINISTRATIVE PROBLEMS 


86. Change from March 15 to April 15 for filing individual income-taz returns 
and declarations 
Such a change is highly desirable. The change from March 15 to April 15 is 
more important than extending the dates for paying the second and third install- 
ments of estimated tax. A similar extension, to 3% months after close of the 
year, should be granted to fiscal-year taxpayers. 


87. Change from January 15 to February 15 for filing final estimated tag 
declaration 
Many taxpayers do not receive their copies of information returns as to salary 
payments and other income by January 15. If the date of the final estimated 
declaration were changed from January 15 to February 15, many taxpayers 
would file final returns rather than amended declarations, thereby enabling the 
Bureau to process only a return instead of a return and a declaration, 


88. Publication of all rulings 


Unpublished rulings of the Bureau of Internal Revenue, instructions to reve 
nue agents, and letter rulings made for particular taxpayers should be published 
in all cases where the subject matter is of general application or applies to 
groups or clases of taxpayers. 


89. Simplification of return forms 

Progress has been made in the simplification of returns by eliminating items 
and lines that apply only to a limited number of individuals or corporations and 
by covering such items in separate schedules or special forms. The commendable 
work being done to further simplify and classify returns should be continued. 


40. Batension of time to file returns without written request 

Taxpayers should be permitted to elect an extension of time up to a maximum 
of 2 months for filing a return. Tentative returns shall be filed and tentative 
taxes paid under regulations to be prescribed. ‘The reasons for the eXtension 
should not be stated in the tentative returns, but permission from the Com- 
missioner shall not be required for extensions up to 2 months. 


41. Broadening of definition of “fiscal year” 

The definition of “fiscal year’’ should be broadened to include annual account- 
ing periods consisting of multiples of weeks as well as of months, such as thirteen 
4-week periods. 


42. Mitigation of effect of statute of limitations 


Neither the taxpayer nor the Commissioner should be permitted to reap a 
double advantage, through the running of the statute of limitations, by assum- 
ing in 1 year a position inconsistent wth that taken in a barred year. Section 
8801 should be broadened to cover all such situations including items pertain- 
ing to the same taxpayer, related taxpayers, or other taxpayers from whom assets 
were received under the tax-free provisions. The present section 3801 is much 
too limited in scope. If an item of income is shifted from a barred year to an 
open year, the taxpayer should be entitled to a refund for the barred year. Ifa 
deduction is shifted from an open year to a barred year, the taxpayer should be 
entitled to a refund for the barred year. Inconsistent positions should be re 
solved by application of rules of equity and good conscience. 


48. Five-year statute of limitations 

The 5-year statute of limitations should not be applied, even if more than 25 
percent of gross income is omitted, provided that there was adequate disclosure 
in the return of the transaction giving rise to the income which was omitted be- 
cause claimed not to be taxable. 


44. Petitions to Tax Court—date considered filed 


Petitions to the Tax Court should be considered to be filed when mailed, rather 
than when received. The present rule discriminates against taxpayers and 
counsel located outside Washington, D. C., whose 90-day period is cut down by 
the several days required for delivery by mail. Taxpayers should not be re- 
quired to assume the risks of lapses in the mail service. 


Mr. Borwintcx. Thank you, sir. 
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The Commerce and Industry Association of New York, Inc., repre- 
sents approximately 3,500 business firms of all types, small and large, 
in the New York area. The association was founded in 1897 as the 
Merchants Association of New York. 

A substantial portion of the businesses represented are small busi- 
nesses. Approximately 85 percent of the member firms employ less 
than 500 people. About 50 percent employ less than 100 people. 

The 44 recommendations for improvements in Federal tax laws and 
their administration—vopies of which are attached to this statement— 
were prepared by the association’s 22-man committee on ts ewe and 
public revenue, of which I am a member. On March 5, 1953, these 
recommendations were discussed in a 314-hour session with the Joint 
Committee on Internal Revenue Taxation here in Washington. The 
recommendations have also been furnished to the members of the 
House Ways and Means Committee, Senate Finance Committee, and 
at the request of the Senate Small Business Committee. They called 
for it. 

Many of these 44 recommendations affect small businesses. Others, 
such as double taxation of dividends, capital gains, tax under section 
102 on accumulated surplus, live inventories, and depreciation, affect 
both small and large businesses. Still others affect tax returns of 
individuals, as distinguished from business organizations, but, as you 
know, many small ‘businesses are conducted by individuals and 
partnerships. 

While submitting for your study and consideration all 44 recom- 
mendations made by our committee, I would like to call your attention 
to the following items that particularly affect small businesses : 

Item No. 15 refers to the deduction for estimated expenses and losses 
that are reasonably determinable in accordance with accepted account- 
ing principles. In the memorandum we cover that in some detail. In 
effect, what we are asking is that the tax clause be altered or admin- 
istered in accordance with good accounting practices. For example, 
a person might sell a product with the obligation to service that prod- 
uct for a year’s time. 

Based on past experience they know that that servicing over that 
year’s time would cost a certain ey. of money. There is no reason 
why, at the end of any particular year, the estimated cost, based on 
past experience, even ‘though it has —- yet been incurred, shall not 
be included in the year in which the income has been taken into con- 
sideration. Over a course of a number of years it averages up. It 
makes no difference. But particularly with new concerns and small 
concerns that are new, it is important to include the expense in the 
year in which the income has been incurred, and has been included. 

Another example is the case of insurance, where concerns go on self 
insurance rather than insure with insurance companies. They may 
have a claim against them for a thousand dollars, for a case of a par- 
ticular property damage, for example. They may have offered $500 
in settlement of that claim. They can’t take that $500 that they have 
offered as an expense in the year it has been incurred. It must first be 
reduced to judgment form or actually be paid out. The law is full, 
and business is full, of items of that sort. 

I feel that the Bureau of Internal Revenue, through legislation, 
should be authorized to so amend its regulations to provide for such 
estimated expenses and losses. 
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The next item that affects small business is the elimination of 
present treatment of loans to businesses as nonbusiness bad debts 
That is item No. 17 in my memorandum. 

Many ye: ars ago, as a revenue producing measure, the concept of 
full deduction of bad debts as an ordinary business deduction, whether 
a personal bad debt or business bad debt, was changed so that only 
business bad debts shall be deducted from income, and to eliminate 
personal bad debts except as a short-term capital loss, to be deducted 
from capital loss. In its administration, I believe that the Bureau has 
gone far beyond what Congress originally intended, and still the 
courts have been sustaining the Bureau. Therefore, I believe the law 
should be amended. Today, if a man lends money to a business, as 
an investment, if you will, either to a business which he controls or 
to somebody else’ s business, and gets interest on it, intends it as a risk 
loan, and it becomes bad, he cannot deduct that as a business bad 
debt. That is regarded as a personal bad debt. The courts have even 
yone so far as interpreting that as a personal bad debt where he has 
leaned money to 10 or 15 different corporations. Unless that is his 
business, unless he is in the finance business, he cannot deduct it as 
a business bad debt. You have heard comments before as to how 
difficult it is for small business to obtain loans from ordinary banking 
sources. Very often the only place they can obtain working capital is 
from loans from other businessmen, friends or otherwise. But one of 
the obstacles in the way of attaining those loans, which are risk loans, 
is the fact that the lender, who is properly advised, knows he cannot 
deduct it, in the case of a loss against ordinary income. 

Item 18 affects the inclusion in the net operating loss deduction on 
losses on sale of business assets by taxpayers other than corporations. 
If a corporation, in addition to the ordinary loss on operations, were 
to lose money on the sale of assets, that is included in its net operating 
loss carryover. In the case of a nonincorporated business, and many 
small businesses, most, probably, are not incorporated, if he loses 
money on the sale of business assets, and in addition has a loss on 
operations, he cannot carry forward his loss on the sale of the business 
assets. That requires correction and clarification in the law. 

Item No. 2, the deduction for accrual of franchise, property, and 
other taxes as expenses for the period for which levied. There are a 
number of ambiguities in the law, there are a number of inequities. 
I think they should be claified to permit the taxpayer to deduct such 
taxes in the year to which the income for that year has been included, 
and not to go under the technical type of interpretations that the 
Bureau has to live up to right now. 

The law should be so amended to reflect proper accounting prin- 
ciples. 

Item No. 25, deductions for payments to related taxpayers. At the 
present time, code section 24 (c) of the law disallows to the taxpayer 
on the accrual basis, and ian for unpaid expenses or interest 
which is payable to a related taxpayer on a cash basis, unless the 
payment is made during the taxpayer’s taxable year or within 214 
months after the close of such year. The purpose of this provision 
is to prevent a taxpayer from obtaining a deduction for expenses or 
interest payable to a related taxpayer where such payments are not 
promptly paid and are therefore not includable in income of the 
payee. 
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Such expenses would be the accrual of additional executive salaries, 
or salaries to a stockholder who may not be an executive, or interest 
accrued on loans to a business which are not paid out within 214 
months after the end of the taxable year of the taxpayer. It is per- 
fectly proper to have that limitation within the law. Otherwise it 
would lend itself to abuse. But, under the present law and inter- 
pretations, if the amount is not paid out until 2144 months later, until 
later than 214 months, the taxpayer cannot take the deduction, and, 
even though it may be paid out the fourth or fifth month, the tax- 
payer cannot take the deduction the succeeding year. It is regarded, 
in effect, as a dividend, and a double tax is paid on that income. 

I think in all equity that deduction which is disallowed in the year 
in which it was originally taken because of not having lived up to 
the technicalities of the law should be allowed in the subsequent year 
when paid out. I don’t think there is any argument about that. 

Item No. 28 is compensation for services rendered, elimination of 
the right of taxing authorities to pass upon reasonableness of salaries, 
retention of right to deny deductions that are distributions of profits 
and not in fact compensation for services. I believe there is not a 
single provision in the administration of the tax law that is more 
bothersome to the Treasury and the Bureau and more bothersome to 
small business. It in no way affects the large business entities; it in 
no way affects public corporations, because the sky is the limit in so 
far as executive salaries are concerned, in spite of the fact that I 
believe executives of large corporations don’t have to put in the time, 
effort, hours, and have sufficient help that executives of small, closely 
held corporations have to put in. Still the tax courts and adminis- 
tration of tax laws are full of cases of disallowed executive salaries 
in small, closely held corporations. 

I believe what should take place, and the Commerce and Industry 
Association believes, is that the word “reasonableness” should be 
eliminated from the law. The Bureau has sufficient information to- 
day that is a yardstick applied to all other types of business expenses. 
Why shouldn’t the same yardstick be applied to executives salaries? 

I have come across situations where a $20,000 salary to an employee 
will be allowed without question, while a $10,000 saliee to an execu- 
tive, who puts in much more time, aside from his investment in the 
business, than the employee, would not be allowed as being unreason- 
able. I don’t think it is too much of a burden to place on the tax 
examiners. 

I believe that the additional protection of reasonableness is not 
necessary in the law. Small business will be very, very grateful if 
that point was once and for all taken out. It does not affect big 
business. 

Item 34 relates to the liberalization of depreciation deductions. I 
am going to depart from the text of the memorandum and try to give 
my own personal viewpoint based on everything that I have heard 
from 9 o’clock this morning with respect to this depreciation. 

Mr. Seety-Brown. That is certainly one of the important matters 
which has been brought to the attention of the committee. 

Mr. Borwinicx. The question of depreciation placed on replace- 
ment values has been discussed in legal and accounting circles for 
quite some time, and I believe that the predominance of opinion is 
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that depreciation based upon replacement value would lead to too 
much possible tax evasion. The question of permitting 20 percent to 
be deducted per annum, regardless of the type of equipme nt, doesn’t 
solve all problems and creates too much abuse in the case of other 
types of assets. You cannot legislate the rates by law. You can only 
legislate policy. 

I believe that the attitude expressed in recent public statements by 
the new Commissioner of Internal Revenue, backed by some addi- 
tional legislation, will thoroughly cure the problem for most busi- 
nesses. ° 

Mr. Yates. What statements do you refer to? 

Mr. Borwrnick. In the last week or more the statements about a 
much more liberalized approach toward depreciation rates, not living 
up strictly to schedule F’, which has that stereotyped list of rates that 
are admittedly obsolete in many cases and antiquated, based on today’s 
more rapid replacement of equipment, because the problem of obso- 
lescence and modernization of equipment is today much more serious 
than it was 10, 15, 20 years ago when some of these rates were put 
into effect. 

By permitting a more rapid writeoff during the early years of the 
purchase of equipment, by permitting a varied type of rates, more 
liberal interpretation of the declining balance, which in effect par- 
tially solves that problem by recognizing the fact that some ee 
produce much more efficiently during the first, second, or third yea 
than their later years 

In later years the re epair expenses go up. And, by recognizing the 
fact that in the final analysis you can never write off more than the 
cost of the equipment, and as has been clearly pointed out before by 
the businessman mzking an error in judgment of too fast writeoff 
he might even penalize himself in the long run, in subsequent years 
— he might have higher tax rates and no more depreciation can 
be taken. It is the type of judgment where the burden of proof on 
disallowing depreciation rates, the burden of proof to prove that a 
depreciation rate is not proper for that particular business and that 
particular asset should be thoroughly on the Commissioner, and not 
on the taxpayer. But by law to authorize the Commissioner of In- 
ternal Revenue and the Secretary of the Treasury of the United States 
to promulgated regulations permitting faster writeoffs during the 
sarlier years of life of equipment, regardless of the total life of the 
equipment. You can’t put the rates in the law itself, because there 
are too many types. Twenty percent would be much too high for 
some fields that I am interested in. For the sake of argument, I do 
quite a bit of accounting in the taxicab field in New York. There we 
take 50 percent depreciation in the first year on our equipment, and it 
has been recognized by the Department. 

Mr. Serty-Brown. May I interrupt you a moment there? 

Mr. Borwrinick. Surely. 

Mr. Seety-Brown. I want to make sure that I am correct in my 
understanding of what you have said. You would give the Commis- 
sioner of Internal Revenue the right, for all practical purposes, to 
determine for each individual business whether or not it had set up 
a proper writeoff for itself? 
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Mr. Borwrntcx. And also an onus on the Commission to recognize 
the right for a faster writeoff. 

Mr. Srety-Brown. The first few years? 

Mr. Borwinicx. During the early years. And I wouldn’t define 
what those early years should be, because in some industries a year 
or 2 years might be necessary, and in others you might need it for 
5 years. 

Mr. Sreety-Brown. Would you throw schedule F out the window? 

Mr. Borwrnick. I think schedule F should be completely rewritten 
based on today’s conditions. I think the examiners and the Com- 
missioner must have certain yardsticks to go by. They are not neces- 
sarily binding, but a new schedule F based on today’s conditions and 
recognizing the new approach that I am suggesting should be pre- 
yared. I think, in fairness to the examiners in the field, they must 
ere what the rules are under which they are to work. They can’t 
just take any rate that the taxpayer takes for himself. 

Mr. Hosmer. I want to get this clear. Your recommendation is 
then actually as to a discretionary power in the Commissioner relat- 
ing to schedule F. It is not to go out to each individual business and 
set up a schedule. 

Mr. Borwrnick. No;I go further than that. I think that the benefit 
of the doubt should be given to the types of rates that the business- 
men pick for themselves. I go much firther than giving the Com- 


missioner the entire authority on it. That is why I say that the burden 
of proof on changing any equitable method of depreciation that fairly 
reflects the income 

Mr. Hosmer. In other words, if he had taxicabs up at 50 percent, 


you might in New York go in and show that they should be at 60 
percent, or in some Jersey city maybe would be at 40 percent. 

Mr. Botwinicx. That is correct. And, in the absence of conclusive 
proof that the rate is too high, those rates should be permitted by the 
Commission. 

Mr. Hosmer. Would that not involve a good deal of administrative 
difficulties ? 

Mr. Borwinick. Not worse than you have today. 

Mr. Hosmer. We are trying to make it better, we are not trying to 
make it just as bad. 

Mr. Borwrnick. I am sure that the Bureau of Internal Revenue and 
the Secretary of the Treasury would welcome legislative clarification 
of their rights and powers on the depreciation issue. They are not 
happy w ith the present type of administration. 

Mr. Srety-Brown. Can anything be written off at a rate faster than 
the 50-percent rate which you refer red to in your testimony regarding 
taxicabs? 

Mr. Borwrnicx. Yes. Originally, in 1933 or 1934, I established on 
the declining balance for New York City taxicabs, because they were 
running 22 hours a day and being double-shifted. I had not looked 
at schedule F for years, and I find now that they have it permitted 
for a year and half now, which I have never taken. 

Mr. Yates. What if that cab is sold to another person? May that 
person take depreciation as well ? 

Mr. Botrwinick. When the used cab is sold to another person, on his 
new cost. If the cab is sold for more than its book value, a capital- 
gains tax has to be paid on that increment. 
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Mr. See.y-Brown. We did not mean to interrupt your testimony, 
but that was an important item. 

Mr. Borwinick. That is why I diverted from the text, because I 
didn’t agree with some of these items. When we have a 22-man com- 
mittee, with all of these recommendations, we don’t all come to the 
same conclusion. We have to go along with the majority. 

Item No. 8, on the tax consequences of the death of a partner has 
been covered today by a number of speakers. The memorandum itself 
covers a provision of the law which was inserted, I think in 1951, to 
correct that situation, but hasn’t cured it, namely, where they per- 
mitted the stock of a closely held corporation, under certain condi- 
tions, to be partially liquidated without paying a capital-gains tax 
on that liquidation, under certain types of definitions which are too 
involved to go into at this time. 

Our memorandum covers a certain degree of liberalization of that 
rovision to provide for a longer period of time within which that can 
e done. But later in my presentation, something that I gave some 

thought to last night, coming in on the train from New York and wrote 
out, happens, I believe, in my opinion to solve to a great degree the 
question brought up by so many of your speakers today, and I will 
come to that a little later. 

Item No. 8 refers to the doubling up of taxes, when a partnership’s 
fiscal year may end June 30, and a partner may die a month later, and 
then there is another tax return that has to be tied to the date of 
death by that partnership. It recommends certain clarification and 
liberalization of that provision to prevent undue doubling up of taxes 
for an estate where decedent is a member of a partnership. 

Item No. 10 covers the point I mentioned before. 

Item No. 36 refers to something that will help all business, all in- 
dividuals, and small-business men, namely, to change the filing date 
from March 15 to April 15, for the filing of individual income-tax 
returns and declarations. 

Mr. Yates. That would help the Congress, too, would it not ? 

Mr. Borwrinicx. It would help the Congress, too. 

Item No. 37, as a corollary, suggests a change from January 15 to 
February 15 for filing estimated tax declaration. That will not only 
help businessmen, accountants, and taxpayers in general, but it will 
also help the Government in its administration, because if the time 
until Pebreiey 15 were given for the filing of the final estimate, many 
taxpayers, particularly individuals, would forego filing of a final 
tax return which they can’t do today by January 15. The information 
returns from their employers do not come through by January 15. 
Whereas by January 31 all information returns are out by employers 
on dividends and other type of income. So by February 15 individual 
taxpayers could file their final return and you would save a terrific 
amount of processing of returns and administration. 

I feel there would be a favorable reception at the Bureau on that. 

Item No. 38 deals with the publication of all rulings and has been 
to a great degree corrected since Commissioner Andrews has come into 
the field, and it even started before he came in, but I can’t emphasize 
too strongly the importance of the utmost amount of publicity with 
reference to these rulings and previous decisions, et cetera. 

Tax laws are today so complicated, are so involved, that I can truth- 
fully say there isn’t a tax expert left in the country any more. Nobody 
can claim to me that he is a tax expert. 1 will be the first one to admit 
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that I know very, very little about taxes in spite of all the time I 
spend on them. It is so complicated, so involved, that any aid that 
can be given to the taxpayers and representatives, seeing what prece- 
dents there have been and what the rulings of the Department have 
been, should be promulgated. 

Item 39, from the ‘Viewpoint of small business and individuals 
operating business in their own individual name is extremely im- 
portant, the continued simplification of return forms. 

Mr. Srery-Brown. Is it not true that the Department is making 
every effort to do that all the time? 

Mr. Borwrnicx. Wonderful strides. And part and parcel of that 
subject is the continued simplification of the tax laws in general. 

After these 44 recommendations pertaining to sections of the In- 
ternal Revenue Code were drafted by our committee, the announce- 
ment was made by Chairman Reed of the Ways and Means Committee 
that there would be a wholesale revision of the entire Code by next 
year, if possible. Our committee has been invited to and will make 
further recommendations in connection with the complete revision. 

The fact that other particular recommendations are not included 
among the 44 presented to date, therefore, does not necessarily mean 
that our committee does not advocate them. In other words, our 44 
recommendations, when drafted, were not intended to cover all sec- 
tions of the Code. The Commerce and Industry Association has given 
me permission to incorporate any additional thoughts that I might 
have with respect to particular small-business problems not covered 
in this memorandum. I wrote them out last night, so I do not have 
copies of them. I have long taken an intense personal interest in 
the problems of small- business men, particularly their tax problems. 
My interest has been manifest from three different viewpoints: As a 
CPA representing small-business men, as an executive of a trade 
association, and as a businessman myself. 

The most fortunate occurrence in many years, to the benefit of 
small business, from a tax relief viewpoint, has been the appointment 
as Commissioner of Internal Revenue of Mr. T. Coleman Andrews. 
For the first time in the Bureau’s history this important office is being 
filled by a person with a thorough accounting and business back- 
ground, as well as complete underst: inding of ‘the very complicated 
problems of administering the Bureau of Internal Revenue. 

I respectfully request the members of this committee to read the 
May 8, 1953, issue of the United States News and World Report, which 
published the details of an interview with Commissioner Andrews. 
I am sure you will agree with me after reading this article that his 
ideas deserve the complete support and implement: ition of both the 
Secretary of the Treasury and Congress. So much has been published 
recently with respect to tax scandals that one is apt to forget that 
American businessmen, both large and small, have more business 
integrity and tax integrity than businessmen of any other country in 
the world. 

During the past year I had the good fortune to visit seven different 
countries in Europe. I returned from these trips with the intense 
feeling that if European businessmen, particularly those of France 
and Its aly, had the same respect for tax laws as American businessmen, 
and if tax collection machinery were as efficient as that in the United 
States, 50 percent of the economic woes of those countries would be 
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solved. And the same would apply to most countries of Europe and 
most countries of the world. 

So we get an entirely distorted viewpoint of the tax-collection 
efficiency and integrity of taxpayers, particularly businessmen in this 
country, from the isolated cases that, of necessity, you read about in 
the newspapers. 

There are a few specific and a few general recommendations that 
I would like to add to those presented above on behalf of the Com- 
merce and Industry Association. 

1. The law should be clarified to prevent the Bureau of Internal 
Revenue from penalizing thinly capitalized corporations. If a busi 
nessman wishes to start a new corporation, and loaned the bulk of 
the initial money required to the corporation, rather than purchase 
capital stock, the Bureau should not have the right to substitute its 
judgment for that of the businessman. I don’t believe the Bureau 
fies that right. But the courts have been sustaining the Bureau. 
Therefore, the law should be clarified by Congress. ‘This is a prob- 
lem which, so far as 1 know, only hits small business. 

2. Goodwill, franchise, or other intangible assets that are pur- 
chased for cash or its equivalent, or determined by the Bureau of 
Internal Revenue in the case of corporate liquidation or estate valua- 
tion, should be permitted to be amortized. The cost of these intan- 
gibles should be recouped from earnings rather than eventual sale 
or other disposition. When a person buys a small business and pays 
for so-called goodwill in addition to other assets, the goodwill is 
valued at anywhere from 3 to 10 times the earnings of the busi- 
ness in excess of a fair return on capital. Why shouldn’t the amount 
paid for goodwill or other intangibles be written off over the num- 
ber of years of excess earnings that were capitalized as goodwill? 
This is a problem that affects small-business men only because in the 
case of a purchaser of big businesses there is seldom any consideration 
for goodwill or other intangibles. 

The market or replacement values of plant, machinery, and equip- 
ment preclude the necessity of paying for goodwill in the case of 
big business. Whatever the Government loses temporarily in current 
taxes it will recoup in subsequent higher capital-gains taxes. 

3. One of the most serious problems of small business is the diffi- 
culty of providing funds for the liquidation of the interest of an 
estate of a deceased partner or stockholder in a closely held corpora- 
tion. The only practical way in which provision for such emer- 
gencies can be made is by purchasing business life insurance. How- 
ever, since premiums for such life insurance are not deductible ex- 
penses, most small-business men cannot afford to purchase this 
protection. 

The fatalities among small businesses are attributable to a great 
degree to the lack of adequate insurance protection. I believe that 
a deduction should be permitted for business life insurance premiums 
up to a maximum of $5,000 per annum for both partnerships and 
closely held corporations. The proceeds received by the partnership 
or the corporation upon death should be taxable at capital-gain rates. 
At the present time such premiums are not deductible and the pro- 
ceeds are not taxable when received. That prevents or puts an 
obstacle in the way of most businessmen going to the trouble or 
taking a chance of carrying such insurance. 
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I definitely believe that with the change of current tax deductibility 
up to the limit I described which prevents abuse, the problems of 
most small-business men on this particular issue would be covered 
and they would anticipate in the amount of the insurance that they 

carry the subsequent capital-gains tax that would have to be paid 
out of the proceeds received, so enough would be available for the 
purchase of the stock or interest of the estate of the decedent, and 
the business could continue in operation without having to liquidate. 

Mr. Yates. What is the base upon which the capital rate tax would 
be applied? Is it the difference between the amount paid—— 

Mr. Borwrnick. The amount of premiums paid and the amount of 
proceeds received. There is precedent for that in a law, because where 
a life insurance policy is transferred from one party to another, then 
the proceeds are taxable, but not at capital gain r: ates. It is at ordi- 
nary gain rates. I think it should be capital gain rates. 

The United States Department of Commerce collects a mass of 
imposing data. It is a highly efficient statistical agency. I believe, 
as I once told Secretary of Commerce Sawyer at his home during a 
conference on the problems of small business, that the Department of 
Commerce should be the watchdog and claimant agency for small busi- 
ness. All legislation affecting business, particularly tax legislation, 
should be thoroughly analyzed and studied by appropriate personnel 
in the Department before bills pass Congress. The recommendations 
of the Department should then be transmitted to the congressional 
committees considering such legislation. 

To elaborate, it is unfortunate that there has developed government 
by pressure interests. The Labor Department has become a claimant 
agency for labor unions in my opinion. The Department of Agri- 
culture has become a claimant agency for the farmer. Big business 
usually takes care of its own claims, and small business is so divided in 
so many different types or organizations that they need the nucleus 
of the Department of Commerce, in addition to the work of com- 
mittees such as this, to study anything that happens in Congress or 
in administrative agencies pertaining to business, to prevent the evils, 
or prevent the laws from passing before they pass. 

It is much more difficult to upset a law once it has passed than 
to prevent it before it has passed. Very often a law is passed without 
all the facts being known. The previous speaker with his problems 
has clearly demonstrated what can happen by something passing that 
should not have happened in the first place. 

No. 5. In the opinion of some businessmen and tax practitioners, 
—_ has been a tendency in recent years for some regulations issued 
by the Bureau of Internal Revenue to improperly reflect the inten- 
tion of Congress and the joint committee. I believe that such tenden- 
cies will be halted by Commissioner Andrews. This committee, and the 
Department of Commerce, could help considerably by watching the 
Federal Register for those regulations that are issued affecting tax 
laws passed that affect small business. Most businessmen don’t get 
the Federal Register. They have to rely either on trade associations, 
or on committees of Congress, or the Department of Commerce, to 

vatch that the regulations properly reflect the intent of Congress. 

No. 6. Small business is naturally interested in reduced tax rates 
as soon as the economy of the country permits. However, it is, in my 
opinion, much more interested in equitable changes such as those 
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mentioned above, and in simplification of our tax laws. For example, 
excise taxes that are prohibitive in rate, and are sapping the life- 
blood of certain businesses, should be reduced regardless of temporary 
budgetary expediency. In many cases, such as liquor taxes, the law 
of diminishing returns has already become operative. Lower rates, 
as written into the law, when increases went into effect would result 
in greater tax revenues. Needless complications in the tax laws are 
costing businessmen large sums in otherwise unnecessary professional 
fees, and are costing the Government tax revenues because the laws 
are too complicated to be properly enforced. 

Let us make an attempt to write our tax laws in as close to basic 
English as possible. May I express the appreciation of the Commerce 
und Industry Association of New York for the opportunity to be 
heard, and may I offer the cooperation of the association if there is 
any additional information that you may desire. 

Mr. Sre.y-Brown. Thank you. I certainly know that all of us are 
grateful to you for your testimony, sir. I think you certainly are be- 
ing helpful. It is my understanding that you personally and also the 
members of your association feel that a ‘revision of our tax structure 
is long overdue. 

Mr. Borwinick. Much more important than whatever the possible 
‘ate structure will be. 

Mr. Seety-Brown. That is what I wanted to bring out. 

Mr. Borwrnick. It has been postponed from year to year, based on 
expedience, and the emergencies, and it looks like the eme rgenc les 
are always going to be with us. Meanwhile more and more inequities 
are going to be created. 

Mr. Seety-Brown. And any attempt to change the rates at this 
time, until we are more certain as to what the overall pattern of our 
cloth is going to be, would probably lead to more rather than less com- 
plications and might in the long run have a much worse effect on the 
small business community ? 

Mr. Borwrnick. With the one exception of the excess-profits-tax 
law, which hasn’t got a friend, which never should have been passed 
even in the most extreme type of war economy, because it cannot be 
administered properly. Nobody understands it. It is full of loop- 
holes for particular business interests, and full of inequities for most 
business. In my opinion, it does not raise any revenue. I think for 
every dollar of revenue that the excess-profits-tax law raises, there is 
an equal dollar or more of waste and spending of businesses subject 
to it. There is an inflationary tax evasion that is created about the 
law, and general injury to the economy. 

Mr. Srety-Brown. In other words, you feel that for the approxi- 
mate $214 billion that I believe the tax raises, it probably encourages 
at least that amount of waste through the entire business community to 
avoid coming under the provisions of the law ? 

Mr. Borwrnick. Very much, sir. Beyond a question of a doubt. 

Mr. Srevy-Brown. Mr. Sheehan ? 

Mr. SHrewan. You raised one very interesting point that I would 
like to pursue a little further, where you stated that in your opinion 
you thought the corporation should be allowed to ~ nd $5,000 for 
insurance with the principal, when, as and if paid, being taxed at 
the rate of 25 percent. 
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Mr. Borwinicx. Whatever the capital-gain rates are at that time. 

Mr. Sueenan. Yes. I might ask you to refine that and see what 
you think of this particular thought to develop that principle. As I 
understand it, and our counsel over there should check me, he is an 
accountant, insurance for the average man in the 35 to 50 bracket will 
run around $20 to $22 per thousand of insurance, that is, life insurance. 
Let’s take the assumption of $25 per thousand. So that if a man 
takes out a hundred thousand dollars worth of insurance on his own 
particular life, it will cost the corporation only $2,500, roughly. 
Would you assume that a hundred thousand dollars in a great majority 
of the cases is enough to take the average small business and put it on 
a stable basis in the event of a man’s death? 

Mr. Borwinicx. Even if it is not enough for the full amount or 
payment for the decedent’s interest, or retiring person’s interest, it 
is enough for a very substantial down payment to permit the balance 
to be paid out of earnings. If that is not enough, there is no law that 
says you have to take out ordinary life insurance. You can carry a 
much higher amount of insurance by taking term insurance. So the 
$5,000 covers a large amount of protection. 

Mr. Sueenan. I am wondering what you think of the suggestion 
of making it a $2,500 on the same basis we are today with no tax on 
the insurance at ‘all, allowing $2,500 to each corporation for life 
insurance for the individual and then there would be no Government 
tax on it,-when, as, and if it is paid. 

Mr. Borwrnick. As an accountant I can’t go along. As a business- 
man I would like it but as an accountant I can’t go along with a theory 
that something that is deductible at one end should not become taxable 
at the other end in one form or another. Furthermore, $2,500 would 
be enough for the insurance on one person. But we are talking now 
of situations where you have partners or two or more stockholders. 
In some instances where you might 4 or 5 stockholders in a closely 
held corporation even $5,000 might not be ample. But this is an 
innovation, it is something new. I don’t think that the Congress 
and the Bureau should in any way try to tackle something of this 
sort without putting a limit of no more than $5,000 in its initial 
stages. 

Mr. SuerHan. But you see your limitation of $5,000, although 
it doesn’t sound like much, with an estimated 420,000 corporations, 
229,000, or practically 3 out of 4 have an income of under $25,000, and 
a great many of them are in the $5,090 to $10,000 bracket. If you per- 
mitted every corporation to have $5,000 deduction for this particular 
premium, a great many of them would not pay much in taxes. 

Mr. Borwrnick. People are dying every day, and from the amount 
they pay, when they die, the Government is going to collect taxes that 
today they are not collecting. 

Mr. Surenan. That is true. But on the other hand a lot of us in 
Congress feel that everyone should pay some proportion of taxes so 
they are always conscious of the taxes on Government. 

Mr. Yates. With reference to your previous answer, the insurance 
funds would not be taxable if they were payable to the corporation, 
would they? 

Mr. Borwrntcx. At the present time the premiums are not deduct- 
ible as expense. It is a charge against surplus, and the proceeds are 
not taxable. 
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Mr. Yates. But in response to Congressman Sheehan’s question 
concerning the fact that few companies would pay taxes, you pointed 
out that people would die. Therefore, I assume you meant that an 
estate tax would be collected. 

Mr. Borwinick. No, the corporation would pay capital gains taxes 
on the proceeds of insurance, in addition to the estate taxes. First 
you are providing the sinews for the payment of estate tax and 
paying an income tax to the Government in the process, based on 
the proceeds of the insurance. We are talking of possible relief 
for an admitted small business problem. I don’t believe this committee 
would be meeting if they didn’t feel there was a problem involved. 

I am against special privileges for small business as such. All 
we want is a proper economic climate, and equal economic climate with 
middle-sized and big business, not any preference. This is not giving 
us any particular preference, because big corporations with their 
pension plans and with the large supplies of liquid resources, with 
the marketability of their securities, do not have this particular 
problem. 

Mr. Sneenan. In other words, big corporations have preferences. 

Mr. Borwrinick. That is right. I am trying to make the economic 
climate equal. I am not looking for a preference to small business 
in the form of special types of exemptions or so much income to be 
tax free. Wecan compete. 

Mr. Yates. Does this suggestion of yours apply to partnerships 
and sole proprietorships ? 

Mr. Borwrnicx. No, not to a sole proprietorship. 

Mr. Yarrs. Is that not a discrimination against sole proprietor- 
ship as opposed to a partnership? 

Mr. Borwinicr. The difference in the sole proprietorship is the 
sole proprietorship will have the problem of the estate taxes, but will 
not have the problem of buying out a decedent’s estate. Perhaps there 
should be some relief then in the case of a sole proprietorship, but 
they don’t need the same type of relief as the partnership. The sole 
proprietorship’s problem, as well as small corporations, will be par- 
tially solved on estate taxes by including a provision of writeoff 
for intangibles that the estate tax division assesses on death which 
cannot be written off by that estate. Look what happens in the 
case of a business that happens to be prosperous, and has a net worth 
of a hundred thousand dollars and the Bureau of Internal Revenue 
determines that in addition to that hundred thousand dollars there 
is an undisclosed asset because of its prosperity and earnings of 
goodwill worth a quarter of a million dollars, because it has had 
$50,000 a year of what they deem to be excess earnings. They make 
the estate pay estate taxes on that extra $250,000, but it can never 
be written off as to an expense, even though they have determined 
it by capitalizing the excess earning power by multiplying that $50,000 
of excess earnings by 5. Why shouldn't it be written off so it can be 
recouped over the next 5 years? That will help solve this individual 
proprietorship problem in the case of estate taxes, because that is the 
biggest problem he has, the goodwill added on the other. 
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Mr. Sueenan. I would like to pursue Mr. Yates’ thought a little 
further. I am quite in agreement with him. To me, whether it is 
an individual corporation, a privately owned corporation, or a part- 
nership, the problems are all the same. We are trying to provide for 
the continuity of a business. 

Mr. Borwinicx. I do not disagree with Mr. Yates. I say the prob- 
lem of the individual proprietorship i is somewhat less than the part- 
nership. The partnership and closely held corporation has two prob- 
lems, to provide for the purchase of the interest of the estate, as well 
as provide for the estate tax. 

Mr. Sueenan. So does the individually controlled proprietorship 
It has to be sold. 

Mr. Borwrnicx. If I own a business and I die, my wife has the 
problem of paying the estate tax. She can still run the business. 
All she needs is the estate tax money. In some cases it may be neces- 
sary, because you do not have the know-how to run the business. 
Then you are right. 

Mr. Yates. Another point comes to my mind, however. Is this 
not a discrimination not only against sole proprietorship, but people 
who do not own any business and cannot deduct their insurance 
premiums ? 

Mr. Borwrntcx. People who do not own any business? 

Mr. Yates. For example, a working person who takes out an insur- 
ance policy and has a hard time in these days carrying his insurance, 
just as the big executive in the big corporation has a tough time in 
carrying the insurance program because of the big taxes. 

Mr. Borwrntcx. In 1928, when I got out of Columbia, I had the 
choice of going with a big corporation, with the stability involved— 
and I am sure we all had the same choice—and the security, but going 
along at small paces, being a cog in the wheel, or going into business 
for myself after a period of time. I chose the latter course, because 
I felt that there was more opportunity, more security, more interest, 
et cetera. If I had to make the decision all over again, I do not think 
TI would have made the same decision, because just examine the stock- 
holders’ reports of most big corporations, and you will realize under 
today’s tax structure it is next to imposible for a businessman who 
lives honestly and lives up to the law, and so forth, to possibly build 
up an estate equal to the estates that are built up by capable and suc- 
cessful executives of big corporations. The employee who is not an 
executive of a big corporation usually does not have the estate, and 
does not have the problem. 

Mr. Yares. That is true whether you have an excess-profits tax or 
not. You made the point before that the excess-profits tax helps 
toward the evasion of taxes. 

Mr. Borwrnicx. That is right. I am talking about plenty of legal 
methods of evading taxes. 

Mr. Yares. That is right. Many of the deductions that are taken 
today for living expenses and things of that sort out of the corporation. 

Mr. Borwinicxk. That is of the other category that the Bureau is 
moving into rapidly. 

Mr. Sueenan. I might say for the record I do not agree with the 
gentleman. I do not see how anyone can build up an estate today 
because when you get up into the upper brackets there is nothing left 








EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 99 


You said the only way you can build up an estate is by joining a big 
corporation. 

Mr. Borwinick. I said “security.” 

Mr. SueeHan. No; you said “estate.” 

Mr. Borwrnick. I stand corrected on the thing. In the case of a 
big corporation with their pension plans 

Mr. Sueenan. That is a different matter. 

Mr. Borwinick. That is right. That is why the old Reed-Keogh 
bill, which is now the Reed-Je nnkins bill, should be passed before any- 
thing i is done on tax legislation, because it affects every small-business 
man. 

Mr. SureHan. Will you not agree that our tax setup today indi- 
vidually and corporatewise has destroyed the possibility of building 
up estates or leaving one’s family anything worthwhile? 

Mr. Borwrnicx. Ve ery definitely. 

Mr. Hosmer. If it was necessary to make up the revenue due to the 
expiration of the excess-profits tax, do you feel that the excess-profits 
tax should be eumead. or that the normal and surtax corporate 
rates should be raised ? 

Mr. Borwinick. I have listened to you ask that question of each 

one, and it is like asking a person, “Have you stopped beating your 
wife yet.” I will try to give an answer. Excess-profits taxes can- 
not be administered properly, and create every type of inequity and 
should be out. The corollary is not true that normal and surtax 
rates should be raised above the present 52 percent. I think you 
have reached the law of diminishing returns under the ees type 
of economy. I think as much as I would like to see the budget bal- 
anced, whether you have a $4 billion deficit or $5 billion deficit is not 
the issue. 

Mr. Hosmer. At least the second alternative may be the lesser of 
the two evils? 

Mr. Borwrinicx. No, I think that 52 percent for a corporation, 
which is then going to be followed by a second tax on that same 
corporate income at some time in the future is absolutely the limit 

of what can be absorbed. I think that everyone will agree, econo- 
mists and all. 

Mr. Hosmer. I am not thinking about a permanent basis. I am 
talking about a temporary basis. 

Mr. Borwrnicx. Under the present type of economy and the pres- 
ent type of budgetary picture, I believe that 52 percent is the abso- 
lute maximum that any corporation should pay. 

Mr. Hosmer.I have another question, and it is directed to your 
first recommendation relative to releasing the restrictions on overly 
thin capitalization. I think it has a bearing on Mr. Yates’ ques- 
tion about the insurance and its relation to an individual proprietor- 
ship. The question is this: A man incorporates his business. He 
nurses the baby along and suddenly he wakes up in his older years 
and finds out he has a monster on his hands from the standpoint of 
estate taxation. There is no way to get anything out of the corpora- 
tion except at regular income-tax rates which are prohibitive. Could 
we not solve the situation posed by your recommendation as well as 
by the question raised by Mr. Yates by providing some means, at 
least, say even at capital gain rates, to get some of these locked-up 





100 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


assets out of the corporation into the stockholders where you have a 
small group of stock holders? 

Mr. Borwinicx. The chief purpose of my recommendation on thinly 

capitalized companies is to take away the obstacles presented before 

any businessman who decides he wants to go into this business. He 
has made a study that this business is good. Now, he etarts to figure 
out how am I ever going to get any money out of the thing? By pay- 
ing corporate rates san paying out dividends? He does not see a 
sufficient amount of retur n. So his account or lawyer tells him instead 
of investing this $50,000 in the form of capital stock, you will invest 
$10,000 in capital stock and $40,000 in loans, and as you earn money, 
you will pay the corporate tax rate of 30 or 52 perc ‘ent, and be able 
to repay your $40,000 in loans. What is wrong with that from the 
viewpoint of the economy of the country? 

Mr. Hosmer. That type of scheme would not be necessary if he 
could get something more out of the corporation than he gets by say 
of salary or dividends at individual income-tax rates. I am thinking 
about the existing corporations, as well as the ones that may be pro- 
jected into the future. Do you not think some reasonable scheme 
there would eliminate this overly thin corporation? 

Mr. Borwintcx. Personally I think the courts are all wrong and that 
the interpretation of the Bureau, that they have a right ‘to attack 
thinly capitalized companies, is wrong. I think it is a discrimination 
against small business, because it does not apply to big business, which 

can decide whether they want the money loaned to them by a big life- 

insurance company, or go out and get bonds, or go out and cet com- 
mon stock. It is difficult enough for the small-business man to raise 
money without putting in these unnatural type of obstacles. You 
know as well as I know that a small business which reaches the point 
of going to the public for money and goes to an investment house has 
to pay at least 20 percent of the proceeds of the capital raised to the 
investment house for the moneys to be raised. 

Mr. Hosmer. If he can get them interested in the first place. 

Mr. Borwrnicx. That is right. 

Mr. Hosmer. Is there some corollary then, if you are to persist 
in this recommendation No. 1, that we do something about the existing 
corporations, and allow them some way to get their assets out or a 
reasonable amount. 

Mr. Borwrntcr. Most existing small corporations are already, or a 
large number I would say, are already thinly capitalized. The only 
places where they are not thinly capitalized is in the case of corpora- 
tions that need credit to such a degree where they must put a large 
amount in capital stock. Then regardless of the income-tax advan- 
tages of thin capitalization, they put in as much as they can in the form 
of capital stock. 

Mr. Hosmer. I am not going to argue with you on that point. 

Mr. Borwrntcx. It is a recent approach on the Bureau of Internal 
Revenue to attack thinly capitalized companies. I do not want to 
argue whether they are right or wrong under the law, but since the 
courts are sustaining them, I think the law should be corrected to 
give the businessman the choice as to how he wants to put his money 
into a new business, or an old business, for that matter. 


Mr. Hosmer. That is all. 
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Mr. Yates, On this last point, is not the department recognizing 
55 percent as permissive for loans? 

Mr. Borwinick. No. Beyond that they recognized ratios of 314 
to 1 ratio which is the last case I looked at. 

Mr. Yares. Is that not sufficient ? 

Mr. BoTwinlIck. No, I Say there shoule 1 be no obstac les. I do not 
care if a man wants to put in a dollar in the form of capital stock 
and put the entire $99,999 in in the form of loans, he dioal | have that 
privilege. Nobody should tell him how he is to invest his money. 
If he is willing to take the risk of injury to his business in the form 
of credit, which he will definitely be hurting by having that type of 
low capitalization, those are what I call unnatural obstacles toward 
small business expansion. 

Mr. Yares. I did not hear your reply to Mr. Hosmer’s question with 
reference to what you would do in the event that the excess-profits 
tax expired, and we were still faced with a deficit for the current 
year. Would you increase the number of points? 

Mr. Borwrnick. Definitely not. If more revenue was needed, I 
think that the corporate well has been tapped to its limit, and I think 
that individual income tax rates have been faxed to the limit. I think 
the present excise taxes have been tapped fo the limit. So that new 
sources of taxation would have to be found. 

Mr. Yares. Are you also advocating the Federal sales tax? 

Mr. Borwinicx. No. Rather than increase corporate rates—no 
taxes are any good, you can find objection to any kind of tax—but 
with a 52 percent corporate rate, rather than increase that, sales taxes 
would be preferable, as much as I am opposed to the principle of sales 
tax. 

Mr. Yares. The only other alternative is to keep on with your deficit 
financing. 

Mr. Borwrnick. That is subject to better heads than mine to decide 
which is preferable for the economy of the country. But I think 
that the type of questioning that is going on right now, starting with 
the Secretary of the Treasury Humphrey y down—would you go for a 
six-point increase in surtax rates—it is an unfair approac +h. Iam sure 
it is not meant to be. I do not think anyone in his right mind with 
today’s economy and with deflation beginning, wants to see a 58-per- 
cent normal and surtax corporate rate. It is being used as an atte mpt 
to start the pressure, in my opinion, for the continuation of excise- 
profits tax. Gentlemen, it is unfair. It is unfair to everyone in- 
volved today, because the excess-profits tax should never have been 
assed in the first place. There was nobody in the Bureau of Internal 
Taeeaee in 1950 that I ever knew who had a good word to say for 


excess-profits tax in 1950. I knew of nobody in Congress who liked it. 
It was the pressure being used on behalf of certain labor leaders, rab- 
ble-rousing taxes, that caused excess- profits taxes to be passed at that 


time. Everything was done from the viewpoint of Wg venting excess 


war profits, ‘that excess- profits tax would accomplish, can be accom- 
plished in a much more efficient manner through proper enforcement 
of the renegotiation law. 

Mr. Yates. And a good renegotiation law. In my last question let 
me point out one thing to you. About 6 weeks ago, Budget Director 
Dodge appeared before our Subcommittee on Appropriations and 





102 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


pointed out that predicated on the same rate of spending that we had 
in our current budget, we were faced with a $9.9 billion deficit this 
year, faced with a $15 billion deficit next year, faced with a $12 billion 
deficit the year after and $6.6 billion deficit the year after. 

In the face of that would you still advocate then cutting the excess- 
profits taxes? 

Mr. Borwrntcx. Yes. 

Mr. Yates. Doing away with the excess-profits tax ? 

Mr. Borwrnicx. I say cut the excess-profits taxes where the law of 
diminishing returns has set in. 

Mr. Yates. All of the industries that I have received mail from 
seemed to be of the opinion that it has set in with the whole panorama 
of industry. When you contemplate a picture of such coming deficits 
in the future, would you contemplate either not keeping the status 
quo or cutting that below that in terms of taxes? 

Mr. Borwrntcx. Might I say this. We in New York City have a 
much more serious budgetary problem than the Government of the 
United States. 

Mr. Yates. I doubt that. 

Mr. Borwrnicx. That is, with limiting tax powers, et cetera. There 
also you could not cut the expenses. You could not cut a nickel out 
of the operating expenses of the transit. But as soon as the legisla- 
ture adjourned and a bill was passed which made $50 million of addi- 
tional revenue contingent upon either eliminating the transit system 
deficit of $47 million—which they never could cut in the past—or in 
turning it over to a separate authority that would raise the rates to 
eliminate it, the very same officials who said you cannot possibly cut 
transit expenses immediately found 20, 30, 40 million dollars’ worth of 
transit expenses that could suddenly be cut. 

It seems ridiculous on the face of it to adopt the attitude that some 
Congressmen have adopted, that first cut the income and somehow or 
other the expenses will be brought down to size. 

Based on the experience of New York City I feel there is something 
to what these Congressmen say. 

Mr. Hosmer. I would like one more try at this question and I would 
like to put it this way: Assuming you were myself, and you had to go 
to the floor of the Congress, and there was nothing I could do but 
vote either for the continuation of the excess- profits tax or vote for 
raising the normal and surtaxes in an amount to make up that loss, 
which way would you vote? 

Mr. BotwiNIcx. If you had that alternative only, which of course 
is an “iffy” question—I am sure you will not be confronted with it— 
I would vote for the excess-profits taxes, because it affects less people 
and it would be less politically advantageous. 

Mr. Sreriy-Brown. Any further questions? 

Mr. Hosmer. That is all. 

Mr. Srety-Brown. If not, thank you very much for coming before 
the committee. 

Mr. Borwrntcx. Thank you. 

Mr. Sreity-Brown. The next witnesses will be the representatives of 
the National Tool & Die Manufacturers Association, Mr. Marsilius 
and Mr. Moore. 
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STATEMENTS OF PHILIP R. MARSILIUS AND RICHARD F. MOORE, 
NATIONAL TOOL & DIE ASSOCIATION 


Mr. Marsitius. Mr. Chairman and members of the committee, it 
is a pleasure to be here this afternoon. I expected to be here a little 
earlier, but I have been patient in going along. With your permission 
I would like to eliminate the re: ding of some of this testimony and 
just skip around in it, if that is permissible. 

Mr. Seety-Brown. You may proceed. 

Mr. Marsixivs. I might first apologize for not presenting a more 
comprehensive statement, but the time did not permit. But I felt very 
strongly in the matter. I will identify myself as vice president of the 
Producto Machine Co., Bridgeport, Conn., and president of the Pro- 
ducto Corp., Detroit, Mich. It is a small business with approximately 
40 employees, with manufacturing facilities in Detroit and ware- 
houses in Dayton and Cleveland. 

We manufacture and distribute a metalworking product consumed 
mainly by the tool and die industry though we sell to other metal- 
working industry as well. 

Since the inception of our company we have followed a program of 
reinvesting a very substantial part of our net earnings in inventory 
and new equipment and facilities. Though every effort has been made 
to operate on a conservative and efficient basis by holding down ad- 
ministrative costs to the minimum and by paying a very small rate in 
the form of dividends to stockholders, we have been unable, in view of 
the high tax obligation to increase our working capital to any degree 
or to expand our business at a reasonable rate. 

By expanding our business we would increase the number of jobs 
available as rapidly as we would be able to obtain new equipment. The 
present tax structure has definitely limited our growth beyond any 
reasonable extent. 

In order that you may fully understand our problems, I would like 
to present the following information. Our fiscal year ends on March 
31. For the years March 31, 1949, through March 31, 1953, our Federal 
income tax and excess- profits tax amounted to 49 percent of our profits. 
In the same period there was dispersed to stockholders in the form of 
dividends less than 10 percent of profits. 

For the past 3 years beginning with fiscal year ended March 31, 1951, 
our income tax and excess- an tax amounted to 50 percent of our 
earnings. In the same period dividends dispersed were approximately 
8 percent. For the last year ending March 31, 1953, our income tax 
and excess-profits tax amounted to 62 percent of earnings, whereas 
dividends to stockholders amounted to less than 7 percent; during this 
same fiscal year ended March 1953, total administrative salaries 
amounted to less than 1 percent of total dollar sales. 

From the above, it can be readily determined that there is little 
remaining to be reinvested in the business. Of course sales volume 

was higher during 1951 and 1952, but this meant additional working 
capital to finance larger receivables and inventory. There were no 
additional funds to ioy rsically expand our plant and equipment so as 
to provide additional jobs as would have been the case had the tax 
load been reduced. 

Speaking more specifically about the excess-profits tax, we feel that, 
first, the title itself is a misnomer. Since the measurement of what 





104 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


constitutes excess profits is arbitrary and capricious, while some relief 
has been granted by law to industry whose base period or capital 
investment has been deemed subnormal or inadequate as a measuring 
stick, even this relief has been arrived at by averaging results over a 
period of years. Thus the efficient corporation whose results are 
higher than average is afforded no relief. 

The excess-profits tax is a penalty tax—the penalty being that the 
more efficient the corporation, the more excess-profits taxes it pays. 
On the other hand it encourages waste and throttles initiative. There 
is no particular point in being efficient and economical when the 
Government appropriates 70 percent (the limit) of your taxable 
income. 

Recently the Wall Street Journal made a careful study of what 
effects the expiration of the Excess Profits Tax Act would have on 
the per share earnings of a representative group of the largest listed 
companies. The conclusion reached was that it would have little or 
no effect. Therefore, if the larger companies have not been bearing 
the burden of the excess-profits tax, then certainly it must be the 
small- and medium-size companies that have. 

How can the smaller companies pay this penalty tax, add to the 
plant, give the stockholders some return on their investment, and 
have something to set aside for rainy days? Today this is virtually 
impossible without resorting to borrowed money—usually on a long- 
term basis. The latter method of financing plant improvements must 
be carefully weighed since only an increase in future earnings can 
justify such expenditure. With the excess-profits tax in force the 
future is anything but rosy. The larger companies have accumulated 
huge depreciation reserve funds over the years which enable them, 
to some extent, to finance capital additions. In the small- and 
medium-size companies these reserves are negligible. Therefore, we 
strongly recommend that the excess-profits tax be allowed to terminate 
as intended on June 30, 1953. Or, if by chance it should be extended, 
certainly the minimum credit allowed should not be less than $100,000 
before the excess-profits tax becomes applicable. 

For the last 2 years the Producto Corp. has been endeavoring to 
expand its physical plant and facilities. Even though a certain 
amount of additional capital would be made available from the 
present stockholders, it was still found necessary to make application 
for a mortgage loan and for short-term working capital. Our re- 
tained earnings during the past few years had only enabled us to keep 
abreast of the additional working capital needed up to that time. 

When one of the larger banks was consulted, even with a new 
building and equipment for security against the mortgage they were 
equally as interested in the past earnings record before granting such 
a loan. Because of the tax structure of the past several years, natu- 
rally the net earnings had been substantially reduced and, therefore, 
in the eyes of the bank it was not too attractive a proposition in grant- 
ing the amount requested. The difficulty for small business to expand 
in this manner is evident from the example of our own company. 

From this experience we feel very strongly that a change in the 
present corporate surtax should be forthcoming in any new legisla- 
tion enacted. In our opinion the $25,000 limit on earnings subject 
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to the surtax should be raised to $50,000 or $75,000 immediately. 
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Of course, another important factor is the rate of depreciation 
presently allowed by the Internal Revenue Department on machine 
tools, capital equipment, and plant. In order to meet the strong 
competitive situation in our business we need to continually replace 
old or obsolete machine tools. A 10 to 15 year basis of depreciation is 
entirely inadequate for small business such as ours. A revision of 
the present law to allow writeoff of such capital equipment on a 
5-year basis would certainly be in keeping with the needs of the 
country to keep our productive facilities at the highest level for na- 
tional defense. 

Another matter about which we feel very strongly is the elapse 
of time from the filing of our Federal income-tax return until we 
are subjected to examination by a field representative. Though we 
may be extremely careful in preparing our return, there still may be 
found a difference of interpretation under the Federal income-tax 
law, and then 2 or 3 years later the company may be subjected to an 
assessment that they are not then able to afford. 

In conclusion we would like to summarize our remarks with the 
following recommendations : 

1. That the minimum credit allowed before the excess-profits tax 
becomes applicable be raised from $25,000 under present law to a 
minimum of $100,000. 

2. That corporate profits subject to the surtax be increased from the 
present $25,000 level to a minimum of $50,000, 

3. That depreciation rates on machine tools and other capital equip 
ment be liberalized to allow 5-year writeoff. 

4. That Federal tax returns be examined within a reasonable length 
of time from date of filing. 

We feel quite strongly that if these recommendations are incor- 
porated in new tax legislation it will go a long way to remedy the 
penalties that have been assessed against small business in the past 
years. Not only would they allow a reasonable rate of growth, but 
they would, therefore, make for a more stable economy through an 
increased number of jobs made available. 

Also, these changes would help provide the necessary capital re- 
quired for expansion which now has to come from bank loans or simi- 
lar means which are usually available only to larger corporations. 

We are in the midst of this problem at the moment. As stated in 
here, this is the experience of one company with a bank. The bank will 
go along on a 5-year basis, but they want repayment in the first year 
of a large portion of that amount, even though they have a good 
marketable building and equipment with which to secure against. It 
is difficult because we are a small corporation, we are closely held, 
but the present stockholders are not able to accumulate under present 
income-tax rates on present individuals enough capital to put back 
into the business. 

We have operated as closely to the line as we could. We have 
not paid out a line of dividends hecause we are trying to expand and 
grow. We have done everything to be efficient. We are penalized, 
especially as you can see, by the excess-profits tax. We do not un- 
fortunately have too good a base because at that time we were also 
trying to grow, and we had one of the warehouses being put up, and 
had additional expenses at that time, and therefore our profits were 
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reduced. So now we come with a base period that is low, and so the 
excess profits lop off all the fat we might accumulate now to put up 
this new plant which we so badly need, and the additional equip- 
ment. It is really a difficult position to be in. 

Mr. Srety-Brown. Tell me this: Do you feel that if your recom- 
mendations 2 and 3 were in effect, it would be possible for you to get 
the loan from the bank to which you referred earlier? 

Mr. Marsiiius. Quite likely, because our earnings record would 
have been that much better. In other words, the retained earnings 
in the business that we could show, the net profits, would be that much 
higher and therefore the bank would go along with a larger loan, and 
possibly for a longer period. 

I was quite surprised that they would not go along with anything 
over 5 years. Most of it was on a short- mee basis. They give you 
short-term capital that you pay back in a ye There is no trouble 
in that in limits. When you go beyond that, ‘diets i is no other source 
for small business to go to. A $50,000 loan for insurance companies 
is too small to administer. They cannot afford it. So you have 
access only to your other stockholders or others interested and you do 
not like to get too many people involved in your business. 

Mr. Sre_ty-Brown. How many people are employed in your present 
plant ¢ 

Mr. Marsirius. Between 35 and 40. 

Mr. Seety-Brown. Assuming that the surtax be increased from the 
present $25,000 level to the $50,000 level, have you translated the 
effect of that change in terms of additional men that you would be 
able to employ ? 

Mr. Marsiiius. Under the present expansion that we are trying 
to incorporate, we would probably add between 5 and 10 in the im- 
mediate year. That is assuming we had equipment. That sounds like 
a small amount, but percentagewise it is quite a lot for the size of the 
company we are talking about. 

Mr. Szety-Brown. Do you feel that the experience which you would 
have in that particular field is a pretty general one? In other words, 
do you feel that if we increase the surtax from the $25,000 level to the 
$50,000 level, it would make it possible for many of our small business 
concerns either to provide a steadier employment for existing employee 
groups or it would make it possible for many of our small business 
concerns to prov ide additional job opportunities for more people in the 
community ¢ 

Mr. Marsirtus. I think that very likely would be the case. Speak- 
ing specifically about the tool and die industry with which I am most 
fs ami ar, as I mentioned, it is a small business. The industry numbers 
2,500 or 3,000 companies. The association which I mentioned before 
has 750 members. Right there all their growth is through retained 
earnings and reinvested profits. If the increase in the surtax were 
to $50,000, I know most of these companies who have been tr ying to 
grow—I might mention also they are critical to the national defense— 
the tool and die industry makes the tools, fixtures, and gages that go 
on the machine tools. The machine tool industry is what you heat 
about. The machine-tool industry cannot operate unless they put this 
tool on which is designed for special parts, the jet-engine ring or the 
shell-orifice part, or what have you. It is critical industry, ‘but has 











EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 1()7 


no access to outside capital. And when you come to a defense prop- 
osition, all their profits are taken away from them between renegotia- 
tion, excess profits, and the high surtax rate. 

Mr. Seety-Brown. Do you feel this change in the surtax might 
provide a cushion should we run into the situation where your par- 
ticular industry would not concern itself as it presently does with the 
manufacture of definite war items ? 

Mr. Marsiivs. Very definitely. We do need to get those reserves 
set aside, and under the present situation we cannot, and we are not 
permitted to. We are very cyclical, although not quite as much as 
the machine tool industry, but quite similar. The curve is almost the 
same. 

Mr. Srety-Brown. So that any change from a wartime to a peace- 
time economy under the present setup would find you very badly 
caught. 

Mr. Marsirtvs. Initially we do get into a fair amount of civilian 
tooling, but it does drop off as historical records show. 

Mr. Sre.y-Brown. Mr. Sheehan. 

Mr. SHeeHan. No questions. 

Mr. Srety-Brown. Mr. Hosmer. 

Mr. Hosmer. No questions. 

Mr. Seety-Brown. Mr. Yates. 

Mr. Yates. Would a change in the base period be more advanta- 
geous to you? 

Mr. Marsitrus. The short current base period might, if it came 
closer to the present period. I have not studied that out exactly. We 
are only a 1()-year company so we do not have too long a history. 
There is some provision in the tax laws now for those ¢ ompanies who 
have an abnormal base period, but it is not sufficient in our particular 
case to help us much. 

Mr. Yates. With respect to the financing of your company, I seem 
to recall that part of the law that we passed provided for loans for 
defense plants to be obtained from the Government. Have you made 
application with any of the agencies of the Government for loans? 

Mr. Marsinrus. No; we have not gone to that length. I do not 
particularly prefer to do that. It is just my own personal feeling. 
I would rather not. 

Mr. Yates. The reason I suggested that was that you stated that 
you had gone to the bank and could not get the money. 

Mr. Marsiurus. We are probably going to get some, but on a reduced 
basis, perhaps 50 percent of what we would like to have. But it is 
on a shorter term. We would like it for a longer period so it would 
not tie up our net earnings for the next 5 years. If we could spread 
it, it would be easier to pay it. We would like to lease a building if 
we could find one suitable to our needs. In the area where we are 
forced to look, there is none available. 

Mr. See.ty-Brown. Thank you very much, Mr. Marsilius. Is there 
anyone else here that represents the National Tool & Die Manufac- 
turers Association ? 

Mr. Moore. Yes. 

Mr. Serty-Brown. Mr. Richard F. Moore. 

Mr. Moore. Mr. Chairman and all you members of the committee, 
I have been asked by Mr. George Eaton to come here for National 
Tool & Die. I have been a very active member of the National 
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Tool & Die Association, as has Mr. Marsilus. We make tools and 
dies. We also make small precision machine tools. I have a little 
preamble here that I might be out of order in reading, but it is very 
short. 

I also brought along my office manager, who has grown up with our 
smal] business. The report that he has has 2 or 3, I think, very good 
points, and I want to ask him, with your permission, to read them, 
because I am afraid you might ask some questions that would be a 
little too techncial for me to answer regarding the tax situation. 

Mr. Seety-Brown. Would you like to have him here with you on 
the stand right now / 

Mr. Moore. I would like to read the preamble and then call him up. 

Mr. Seery-Brown. We will be pleased to call him up after you 
have read the preamble to your statement. 

Mr. Moore. All right; I will go ahead, then. 

We in small business are most grateful that we now have an Admin 
istration which, to say the least, is most anxious to improve our 
whole national situation. The thing we most fear is that the job is 
so tremendous in scope the necessary streamlining will take too long. 
The reason we bring this up in introduction is that it is one big job 
to streamline our tax laws, and probably a bigger job to learn how 
to spend these tax dollars as efficiently as, let us say, General Motors 
does. 

Time magazine on May 11 quoted the President under “Continuous 
improvement.” He stated: 

We must set long-range plans and goals and eliminate stops and starts. 

We believe President Eisenhower hit a very vital point here. We 
do not think that the average businessman considers Uncle Sam a 
good customer. The prices he pays are too high or too low. He buys 
things he does not need. Inspections often are unrealistic. He makes 
changes in the middle of a contract, holds up an order or cancels an 
order, and so forth. We realize that to change all this is not easy. 
Probably the biggest job any group of men ever had to do in history. 
But it can be done if we make long-range plans and stick to them. 

I will now introduce our Mr. William Johnson, who has had many 
years of experience with taxes in small business. He has some ideas 
that he jotted down. I will call him up now, if that is all right. 

Mr. Serry-Brown. Yes, indeed. Thank you very much. 


STATEMENT OF WILLIAM A. JOHNSON, OFFICE MANAGER AND 
SECRETARY OF MOORE SPECIAL TOOL CO., BRIDGEPORT, CONN. 


Mr. Jonnson. There is no doubt about what Mr. Moore said, that 
getting the most out of expenditures is probably one of the best meth- 
ods known in solving the tax problem, and this long-range plan 
should be worked on constantly to reduce the amount of revenue neces 
sary to operate our Government. 

However, the revenue laws of this country lack the incentive that 
is necessary for normal growth and prosperity of small business, and 
in order to instill this incentive our lawmakers should consider the 
following: 

The present longtime, straight-line method of depreciation is detri- 
mental to small business, all business, and the whole Nation as well. 
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If a larger portion of fixed assets could be written off in the first 
few years, it would— 

1, Stimulate business by giving an incentive to buy modern 
equipment. 

2. Put our manufacturing plants in a real healthy productive 
position and thereby strengthen the backbone of our national defense 
with a going set of production facilities. 

3. Help solve our Government’s problem of stockpiling machine 
tools and production equipment because, by having well-equipped fac- 
tories owning their own equipment, it would be less necessary for our 
Government todoso. This would also reduce spending by the Defense 
Department for stockpiling. 

I understand that there is a plan in the embryo stage now which 
has not reached a concrete plan yet. 

Mr. Srery-Brown. For the stockpiling? 

Mr. Jounson. For the stockpiling of machine tools by the 
Government. 

From an accounting point of view it seems to me that taking a heav- 
ier depreciation in the first few years is more realistic for several 
reasons. For instance, durable equipment in most cases is sold on a 
commission basis and, therefore, loses its resale value faster during 
the first year. Also, from a cost point of view, the best production is 
obtained from the equipment in the first few years, when the machine 
is new, and as a general rule there are fewer breakdowns causing 
expense of repairs and loss of production. 

Also, the expense of installation should be an allowable tax deduc- 
tion because it has no resale value and actually is comparable to mov- 
ing expense if a factory were to reshuffle its plant layout. 

Another incentive would be to change the present $25,000 profit 
bracket for small corporations. The small corporations have no 
desire to grow into a sudden tax increase. There should be devised 
a series of gradually increasing brackets that are so gradual that there 
is no desire on the part of any corporation to curtail operations to fall 
into the next smaller bracket. 

At the present time our State gives a merit rating for unemploy- 
ment-compensation tax to those employers who stabilize employment 
and thereby create fewer claims by the jobless. However, the Federal 
corporate income and excess-profits tax takes away 60 to 80 percent 
of this saving and thereby kills the incentive. I suggest that the 
income-tax law be amended so that employers be allowed to omit this 
merit rating saving from the Federal income tax. This would make 
an employer think twice before making any temporary layoff that 
would affect his State merit rating. 

In closing my report, I would like to state that it is difficult for a 
small-business man to support these statements with facts and figures 
on a national scope, and it is difficult to forecast the effect of incen- 
tives. But this I do know, that, if incentives and bonuses work out 
well for production workers, it should work out with taxpayers by 
creating the stimulant necessary to increase business activity and 
taxable income. 

Mr. Srrry-Brown. You have made a very good statement. I think 
you are talking undoubtedly for a great many other small-business 
firms all over our country. 
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Do I understand from the first part of your testimony that you 
favor the depreciation writeoff in a period of 5 years? 

Mr. Jounson. No; I do not believe that. I believe writing off about 
50 percent in the first 3 years and the balance in 10 years or ‘something 
like that. The decreasing balance method for the first 3 years. The 
balance can be written off in the straight line. 

Mr. See_y-Brown. What is the approximate life of the equipment? 

Mr. Jounson. Taking into eee ‘ation obsolescence, I would say 
your average machine tool is probably about 10 years. 

Mr. Srety-Brown. And you would write off 50 percent in the first 
3 years? 

Mr. Jounson. In fact, there are some machine tools that then at the 
present time we are depreciating over the 15-year life that we replace 
every 6 pene, 

Mr. Seety-Brown. As I understand your recommendation, it is to 
write off 50 percent the first 3 years. 

Mr. Jounson. That is right. 

Mr. SHEEHAN. Mr. Johnson, I would like to have you elaborate, if 
you will, on your suggestion of the $25,000 limit and having a change 
in the brackets above that. What do you mean ¢ 

Mr. Jounson. I mean instead of jumping from a 30 percent bracket 
to a 52 percent bracket, have it on a more gradual basis. 

Mr. Surenan. In other words, like the individual taxes with a 
$2,000 graduation. 

Mr. Jounson. That is right. 

Mr. Sueenan. Do you have any specific recommendation ? 

Mr. Jounson. No, because I have no national figures to go by. I 
know corporations who have curtailed operations to ‘stay in the smaller 
tax bracket. 

Mr. SHeeHan. I can agree with you very heartily as someone said, 
if we are going to have milk, to pass the taxes around the country, 
we ought to feed the cows. If we feed the cows and do not have milk 
we will not have any taxes, regardless of what our expenditures are. 

Mr. Hosmer. My question is directed to the graduation. Did you 
mean by that to say if we had a 52 percent top figure to graduate it 
up to $100,000, and then flatten it out ? 

Mr. Jounson. That is right. 

Mr. Hosmer. It was not on up ad infinitum ? 

Mr. Jounson. That is right. 

Mr. Yates. I like several of his suggestions. I have no questions 
to ask. I like your suggestion concerning the gradual increase in the 
brackets, and I like your suggestion concerning the consideration that 
should be given a company such as yours that are given merit recog- 
nition by the States for reasons of not laying off their employees. 

Mr. Jonson. Yes, that is right. We went through the same 
period. The slow machine tool period of 1948-49. We were faced 
with curtailing operations, and we could have laid off employees and 
created jobless claims. We put them on short time and distributed 
the work. 

Mr. Surenan. In other words, he saves on the one hand with the 
ee ate and then the Federal Government comes along and takes the 

ivings away from him and there is no incentive for efficiency. 

"Mr. Srety-Brown. And at the same time rendering a public service 
by keeping people at work. 
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Mr. Jounson. And thereby creating more taxpayers. We know 
the large production shops, General Electric and the automotive com- 
panies, and Westinghouse, when they change from one product to 
another, out go the production workers until the changeover is made, 
sometimes up to 6 weeks. They would then be forced to give some 
consideration to this merit rating because I understand most States 
have it. I am not familiar with all the State tax laws on that. But 
most of the States do have merit ratings. 

Mr. Hosmer. As between the excess profits and an increase in the 
surtax and normal tax rates, the question that I have been propound- 
ing, are you agreeable to giving an answer to that one? 

Mr. Jounson. My sentiments are identical with Mr. Botwinick of 
the New York commerce group. That is, if you had no alternative, 
a temporary excess profits tax would be the way to vote. But if you 
had a different way of putting it, I would rather see the excess profits 
die because I think it is unfair for small business. 

Mr. SHEeenaNn. I continue to say we always have the alternative 
of decreasing appropriations. 

Mr. JonHnson. That is right. 

Mr. Yates. Did you have to pay excess profits tax ? 

Mr. Jonson. Yes, but not too badly. 

Mr. Yates. Would it be better for your firm if you had a different 
base period ? 

Mr. Jounson. Not too much, no. 

Mr. Srety-Brown. Do you have Government contracts to any ap- 
preciable degree ? 

Mr. Jounson. Mostly subcontracts; very few prime contracts. 

Mr. Srety-Brown. Are you subject to renegotiation ? 

Mr. Jounson. Yes, sir, we are. 

Mr. Queaty. Have you actually renegotiated in recent years, or is 
it still in practice ? 

Mr. Jounson. When I leave here, I am going back to the office to 
finish the 1952 report. The 1951 report was sent in and received a 
cancellation. 

Mr. Queaty. So as far as your experiences in renegotiation are con- 
cerned, you have no complaints today ? 

Mr. Jonnson. Except if you want to go back a few years to 1942 
or 1943 when we had a vicious dealing, shall we say ? 

Mr. QueaLy. Who renegotiated you, then ? 

Mr. Jounson. It was the Army Ordnance, I believe. 

Mr. Sreeiy-Brown. Any further questions? If not, thank you 
very much, Mr. Johnson. 

Mr. Jounson. Thank you. 

Mr. Srety-Brown. The next witness is Mr. Fred A. Virkus, who is 
not here, and he will file a statement with the committee. 

Before closing, I want to express my very sincere appreciation to 
all of you who have been so patient and have waited your turn to 
testify. Iam grateful to you for being here and giving us the benefit 
of your experience and suggestions. 

The committee is adjourned until 9 o’clock tomorrow morning when 
we will reconvene in this room. 

(Thereupon, at 4:25 p. m., a recess was taken until Wednesday, 
May 20, 1953, at 9 a. m.) 
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House or REPRESENTATIVES, 
Seiecr Committer To Conpucr a Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 9 a. m., in room 445, 
Old House Office Building, Hon. Horace Seely-Brown presiding. 

Present: Representatives Seely-Brown (chairman), Sheehan, Hos 
mer, Yates, and Steed. And also present Hon. Abraham J. Multer. 

Also present: Carl E. Davis, staff director; William H. Quealy, 
committee consultant; David E. White, chief investigator; and Jane 
M. Deem, clerk. 

Mr. See._y-Brown. The subcommittee will come to order. 

May I say at the outset, that I am very grateful to all of you for 
coming here to appear as witnesses before this subcommittee. Our 
program for this morning, and we are starting very promptly at 
9 o’clock, is that we will remain in session until we are called over 


to the floor of the House, which will be sometime after 11. I hope 
we can expedite our work in the committee, but at the same time I 
want to be sure that all of you are given ample opportunity to present 
your views and answer such questions as the committee may care 
to ask. 

The first witness this morning is Mr. George J. Burger, vice presi- 
dent of the National Federation of Independent Business. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Burcer. I am George J. Burger, vice president. of the National 
Federation of Independent Business, Inc. Our national headquarters 
is at Burlingame, Calif. Our Washington office is at 352 Washington 
Building, Washington, D. C. 

The National Federation of Independent Business is an organiza- 
tion composed of, and representing, small, independent business and 
professional men across the Nation. It is the largest business organi- 
zation, in point of active individual supporting members, in the 
United States. 

To brief this statement, Mr. Chairman, I am going to skip page 2, 
and start in on the first paragraph on page 3. I would like to ask 
the Chair that my complete statement will be made a part of the 
record of the hearing. 

Mr. Serty-Brown. Without objection, your complete statement will 
be embodied in the hearing record. 
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(Mr. Burger’s prepared statement follows :) 
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SUBJECT: TAXES 







I am George J. Burger, vice president of the National Federation of Independent 
Business, Inc. Our national headquarters is at Burlingame, Calif. Our Wash- 
ington office is at 352 Washington Building, Washington, D. C. 

The National Federation of Independent Business is an organization composed 
of, and representing, small, independent business and professional men across the 
Nation. It is the largest business organization, in point of active individual 
Supporting members, in the United States. 

Our members, and they alone, determine our position on all matters. They 
put us on record for or against legislative proposals directly by their individual, 
signed mandate ballots, which are mailed to their Congressmen. Members of 
the House present at these hearings are familiar with the true representative 
process by which our official positions are established, through our publication. 

Gentlemen, it is not necessary to belabor the point that a healthy and expand- 
ing small, independent business system is extremely important to our Nation, 
both as a source of strength for prosperity when, as we hope will be the case, 
our Nation will be able to reduce materially its terrific defense spending load 
and return to a peacetime economy, and as a most important source of tax revenue 
for Federal, State, and local governments. Studies by your committee by the 
permanent Senate Small Business Committee, by other congressional bodies and 
executive agencies, all prove that point much more eloquently than I could 
testify. 

Neither is it necessary to belabor the point that small, independent business- 
men are in dire need of tax reductions. This point, too, is well known to you— 
from your personal contacts, from studies by your committee, the Senate Small 
Business Committee, and other agencies. Suffice it to say that what tax reduc- 
tion needs existed when [I testified for the federation before the Senate Finance 
Committee on December 8, 1950, and before the House Ways and Means Com- 
mittee on February 20, 1951, are greater than ever today. Inflation, distortions 
due to the defense emergency program, 2 years of extremely high taxes, and 
increasingly—and sometimes very unfair—fierce competitive conditions, have 
all taken their toll of small, independent business vitality. 

Here, for purposes of this testimony, let me make one point that is fairly 
obvious. That we of the federation believe that small, independent business 
incentive and capital formation opportunity, and individual wage and salary 
earner incentive and capital opportunity, are absolutely basic to our continued 
success as a free nation, and to the success of all American enterprise, corporate 
and noncorporate, giant and small. As is obvious also, tax programs affect 
these opportunities for the better or for the worse. 

Now, over the past years we have sounded our membership many times on 
what they would consider parts of a program to promote these opportunities. 
In addition, we have had the benefit of reports directly from members of our 
nationwide field force who each day over past years have been personally inter- 
viewing from 6 to 10 businessmen in their stores and plants along Main Street, 
attending local civic functions, in their work of forming local federation chap- 
ters of independent, smaller business people. These soundings and reports 
have resulted in a number of concrete suggestions which we are passing on 
to you, to aid you in your considerations when outlining any recommended 
revisions of our tax laws. We commend these suggestions to you because they 
originate with the very people who are paying and bearing present taxes, who 
are in perhaps the best possible position to judge the effects of these taxes. 

First and foremost, these soundings and report reveal that our small, inde- 
pendent business members need and expect a tax reduction this year. For 
instance, in mandate 190 some 67 percent voted for elimination of the excess 
profits tax as scheduled June 30. In mandate 191 some 72 percent voted for 
reduction of taxes on individuals and unincorporated businesses commencing 
June 30. We have every reason to believe that our members expect the budget 
to be put into such shape this year that it will be possible to reduce taxes 
safely. These independent business and professional people are relying on 

these voted into executive and congressional office to work this matter out. 
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Our members feel that corporate tax laws could well be revised to protect 
and promote opportunities for small firms in this segment of our economy. 
Along these lines, 77 percent voted in mandate 187, 86 percent voted in man- 
date 165, and 85 percent voted in mandate 148, for a program of exempting the 
first $25,000 of corporate income from all taxes, and of reducing normal and 
surtax rates on the first $50,000 of corporate income to a maximum 35 percent 
level. Further, 81 percent voted in mandate 157 for elimination of all double 
taxation on the first $200 of corporate dividends declared individually, and on 
the first $400 of such dividends when declared jointly. And in mandate 144 
some 54 percent voted for elimination of the double tax on all corporate 
dividends. 

They feel, too, that certain changes could be made in the tax treatment of 
unincorporated businesses. For instance, in mandate 158 some 74 percent voted 
to make it optional for proprietors of unincorporated business to pay part of 
their Federal income taxes as individuals, and to pay taxes on business net 
income the same as corporations, if such is to their advantage. 

As small, independent businessmen, being in daily contact with the con- 
suming public directly, and as consumers themselves, they realize keenly their 
dependence, the dependence of the entire American economic machine, on the 
general consuming public welfare. Along this line, and as already noted, 
they voted in mandate 191 for a reduction in individual income tax rates this 
year. They have voted in past mandates, as in mandate 184—some 80 percent 
of them, for an increase in personal income, tax exemptions from the present 
$600 level to a $1,000 level. 

They believe that certain changes could be made in the tax laws specifically 
to promote small-business expansion. For one thing, in mandate 167 some 76 
percent of them voted in favor of permitting businessmen the option of de- 
preciating (for tax purposes) land, buildings, and equipment within a 5-year 
period, if such is their desire. Since that vote, such provision has been written 
into tax law to cover the period of the emergency. Our members would have 
this provision made permanent. For another, in mandate 189 some 77 percent 
voted for exempting from all Federal taxes the first $10,000 of business income 
spent in any 1 year for new buildings, facilities, equipment or machinery, or 
for permanent improvements made to increase the value or productivity of any 
establishment. As a matter of fact, earlier in mandate 182, some 82 percent 
voted in favor of granting businessmen a tax reduction of up to $25,000 each 
year as needed to cover the cost of plant or business improvement. And for 
another, in mandate 167 some 83 percent voted. in favor of amending section 102 
of the Internal Revenue Code, to permit small business corporations to keep 
a greater part of their earnings to finance plant expansion and provide reserves 
for “rainy days.” Finally, in mandate 158 some 79 percent of our members 
voted for modification of the present capital-gains tax. 

They believe, too, that Federal excise taxes are a definite brake on consump- 
tion, living standards, and general business activity. Consequently, in 
date 191 some 63 percent voted for cutting excise tax rate back to pre-World 
War II levels. Their general opposition to this type of tax is perhaps best 
expressed by a vote taken in mandate 176, which showed that 78 percent opposed 
any general retail sales tax to replace other forms of taxation presently on 
the statute books. 

In addition, they have made several suggestions to make along the lines of 
easing tax problems. For instance, in mandate 186 some 56 percent favored 
changing the Federal income-tax deadline from March 15 to April 15, each year. 
And in mandate 175 some 78 percent favored establishment of a series of local 
tax settlement boards, to provide a means for speedier, less formal, less expen- 
sive settlement of disputes between taxpayers and Internal Revenue Bureau 
than is possible now through the Tax Court. 

At this point, let me make one thing clear: As we told Senate Finance Com- 
mittee, December 8, 1950, and as we repeated before House Ways and Means 
Committee, February 20, 1951, small and independent businessmen are quite 
willing to assume their full share of the tax burden. They are not asking, they 
do not desire, anyone to carry any part of their tax load. But they do desire 
to be free of discriminations in the tax law which favor, for example, coopera- 
tives and monopolies at their expense. 

For instance, in mandate 166 some 97 percent of our members voted for Con- 
gress to subject cooperatives to corporation taxes at the same rates and under 
the same conditions as fully taxpaying corporations are burdened. Ninety-six 
percent affirmed this desire in mandate 174; and 97 percent reaffirmed it in 
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mandate 192. As a stopgap measure, 90 percent voted in mandate 166 to com 
pel cooperatives to pay full corporate tax rates on dividends and patronage re- 
funds declared but withheld from members. Ninety-one percent affirmed this 
vote in mandate 192. 

And, in mandate 134 some 95 percent favored a change in Federal excise-tax 
collection application to place independert tire dealers on the same basis with 
tire makers selling direct and through their stores in competition with inde- 
pendents. 

These, gentlemen, are the recommendations approved by federation member- 
ship majority vote as a basis for a sound program of taxation for small, inde- 
pendent business, a program which will help preserve the incentives and oppor- 
tunities of independent and competitive enterprise and which will help smaller 
enterprises remain a vital part of our economy. 

Our members recognize the tremendous problems the Congress has in trying 
to write a tax system fair to all. They do not expect enactment of each and 
every one of their suggestions immediately. But they do hope for a start toward 
favorable action along the lines of this program. And they do look for the Con- 
gress to take the initial step by approving actual tax reductions this year. 

I thank you for your kind attention. 

Mr. Buroer. Mr. Chairman, I would like to insert in the record the 
problem on this, beginning with January 15, 1942. You don’t have 
that memorandum, but it shows the continuity of our application 
before this committee and other congressional committees. What is 
happening in your State and the many States throughout the Union 
is shown here. 

Independent tire dealers, beginning in 1941, have had an excise 
tax charged on their stocks of tires. Millions upon millions of dollars 
are tied up in those excise taxes which they will eventually collect 
from the consumer. But three large tire manufacturers, Goodrich, 
Goodyear, and Firestone, owning and operating about 2,000 retail 
stores, in active competition with these tire dealers, find that their 
stocks of tires are exempt from the floor tax until those tires are sold. 
It is a rank discrimination. This memorandum that I ask the com- 
mittee chairman to file in the record shows the continuity of our action 
on this proposition, beginning with this committee on January 15, 
1942. The committee was unanimous in its opinion every time that 
this discrimination should be corrected. It is long overdue, and I ask 
the committee to take proper action on this, that this rank discrimi 
nation may be corrected. 

Mr. Seety-Brown. Without objection, your memorandum will be 
filed as part of your statement. 

(The memorandum referred to follows :) 


MEMORANDUM ON ACTIONS ON DISCRIMINATORY FLoorR Tax ON TIRES AND TUBES 


January 15, 1942.—A study and investigation of the national defense program 
in its relation to small business—Hearings Before the Select Committee To Con- 
duct a Study and Investigation of the National Defense Program in Its Relation 
to Small Business in the United States—House of Representatives, 77th Con- 
gress, 2d session, on House Resolution 294 (pp. 179-180). Mr. Burger's intro- 
duction into the record of the injustice in the excise tax levied on stocks of 
tires and tubes, at which time the chairman of the committee, the Honorable 
Wright Patman, made the statement that he didn’t see how that could be justi 
fied. Also note page 306 of this report with reference to substantiating evidence 
from an independent dealer. 

June 10, 1942.—Utilization of existing stocks of rubber tires, before the Com- 
mittee on Banking and Currency, United States Senate, 77th Congess, 2d session, 
on 8. 2560—1942 (pp. 61-73). Information brought before this committee by 
Mr. Burger as to discrimination existing in floor tax levied on stocks of tires 
and tubes. 
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May 6, 1943.—Problems of American small business—Hearings Before the Spe- 
cial Committee To Study and Survey Problems of Small-Business Enterprises— 
United States Senate, 78th Congress, 2d session—Pursuant to Senate Resolution 
66 (pp. 2646-2648). The unfair competitive conditions or the advantage that 
tire manufacturers’ retail stores stocks of tires exempt of the excise tax until 
the tire is sold is well exemplified when one reviews the testimony on page 2646, 
which includes an exhibit and a letter from the Tanksley Tire Co., of Nashville, 
Tenn. Somewhere in the 10 years of hearings on the tire dealers’ problems, if 
my memory serves me right, and I do not care to make a wrong accusation, it 
seems there was some testimony or evidence given before the committee by 
some independent factor, of tires and tubes sold by a company-owned store ard 
the invoice which was rendered was to cover alleged batteries. 

June 12, 1947.—Revenue revisions 1947-43, hearings before the committee on 
Ways and Means, House of Representatives, 80th Congress, lst session—part 1, 
excise taxes (pp. 547-562). Stress importance of elimination of discrimination 
in excise tax levied. Also inserted a letter from the Hon. Walter Ploeser, chair- 
man of the House Small Business Committee at that time, stating that the Com- 
mittee also considers this to be a discrimination against independent tire dealers, 
and suggests corrective action be taken by amending the law to permit inde- 
pendent tire dealers to pay the tax after sales. Correspondence also introduced 
at that time between George J. Burger and Treasury Department officials re 
controversy on discrimination of excise tax levied, where Treasury Department 
stated they would take under consideration a recommendation from the Way 
and Means Committee. : 

November 17, 1948.—Monopolistic and unfair trade practices, hearings be- 
fore Subcommittee No. 1 of the Select Committee on Small Business, House of 
Representatives, SOth Congress, 2d Session (p. 967). Urging Ways and Means 
Committee to adopt H. R. 4407 introduced by Congressman Walter Ploeser amend- 
ing sections 3400 and 3443 of the Internal Revenue Code which would correct 
rank injustice in excise tax levied, at which time Congressman Patman, chair- 
man of the committee stated in substance that very careful consideration should 
be given to the views expressed by Mr. Burger as a real, true, sincere, genuine 
friend of small and independent business, which statement was also corroborated 
by Congressman Walter Riehlman. at which time present chairman of the 
House Small Business Committee, Hon. William Hill, and Hon. Len Hall were 
also members of the committee. 

July 6, 1950.—Revenue Revisions of 1950, Committee on Finance, United 
States Senate, Slst Congress, 2d Session, on H. R. 8920, July 5-13, 1959 
Request made by telegram to Chairman George asking for elimination of dis- 
crimination in excise tax levied on tires and tubes. 

Let me cite another discrimination. When independent tire retailers are 
fortunate enough to secure an order for tires for export they have no way to be 
compensated for the excise tax charged by the Government on their stocks of 
tires ; so they, therefore, must inclnde the excise tax in the export price or absorb 
the tax themselves, which cuts down their profit. Where, on the other hand, if 
the exporter places the order with a tire manufacturer these tires are sold to the 
exporter minus the excise tax. Congressman Hagen, Minnesota, introduced a 
bill to correct this discrimination, but no action has ever been taken on it. 

Mr. Bureer. On this same case, under date of May 19, 1953, I am 
calling attention of the Chair to a copy of my letter to the Honorable 
% 0 v + een » " Tt 
Coleman Andrews, Commissioner of Internal Revenue, Treasury De- 
partment, Washington, D. C. I am not going to read the full con- 
tents of the letter, but in substance it means this much; with the 
resent sales tax in cities and States, the cities and States are demand- 
ing of retailers a tax upon a tax, and we are asking for some relief 
on that condition. I want the privilege of filing this communication 
with the Internal Revenue Department. 

Mr. Seety-Brown. Without objection it is so ordered. 





118 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


(The letter referred to follows:) 


Wasuinaton, D. C., May 19, 1953 
Hon. T. CoLEMAN ANDREWS, 
Commissioner of Internal Revenue, 
Treasury Department, Washington, D. C. 

Dear Mr. ANDreEws: The members of this association have called to our atten- 
tion a problem that is causing them much concern and tremendous difficulty in 
their daily business routine. 

For example, tire dealers wonder why in their purchase price of the tires from 
tire manufacturers their cost price should not include the excise tax as a com 
ponent part of their price and on the manufacturers’ published list price of the 
tire and tube that the excise tax be included as a component part of the overall 
list price. In other words, the procedure now is the tire is priced by the tire 
manufacturer to the dealer at a price, plus the excise tax, which is carried as a 
separate item and the same procedure applies on the manufacturers’ consumers 
price list. I hope I have made this point clear. 

When the independent businessman puts this question to his tire supplier 
of this inconvenience he is advised by the tire manufacturer that it is not per- 
missible. Some independent businessmen question the statement. 

Now an important aspect comes into the scene—where these sales taxes exist 
in the many cities and States and the city or the States tax them on the overall 
gross retail price, including the excise tax. 

As you probably know, there is another rank injustice where independent tire 
dealers stocks of tires carry the excise tax the minute they become owners of the 
tires where on the other hand the tire manufacturers owning and operating retail 
stores in vicious competition not alone with their own independent dealers, the 
company-owned stores stocks of tires are exempt from the excise tax until their 
stocks are eventually sold to the users. 

During the year, any year, the tire dealers are plagued with factory sponsored 
special sales and special prices to the users, the low price is glorified or mag- 
nified in the ad and in very small type generally appear the words “plus excise 
tax.” 

I hope some immediate relief can be brought to this very annoying situation 
so that independent business will have the same equal opportunity and particu- 
larly where manufacturers are operating direct in the retail field. 

Sincerely yours, 
Grorce J. Burcer, Vice President. 
NATIONAL FEDERATION INDEPENDENT BusINgsss, Inc. 

Mr. Bureoer. Finally, the committee staff is aware of the inequality 
and injustice of the-tax which applies to small independent manu- 
facturers, custom built people, who supply seat covers. They are sub- 
ject to a tax, where the big manufacturers are exempt of the tax be- 
cause of some overall application in the automobile when it is sold. 

Mr. See.y-Brown, And excise tax ? 

Mr. Burcrr. Exactly. I ask that this subject be taken under con- 
sideration, for the committee to explore and try to bring relief for 
these many independent businesses throughout the country. 

(The data referred to follows: ) 


AUTOMOBILE Seat Covers—CoMPpLAInr Datep Marcu 9, 1953, NortH CAROLINA 


Prior to August 18, 1952, makers of automobile seat covers who were fitting 
them for individual customers were not classified as manufacturers of seat covers 
and did not have to pay 8 percent manufacturers excise tax on seat covers. 

Since August 18, 1952, anyone who makes and fits covers regardless of whether 
they are for individuals or for dealers of used cars, etc., are classed as manu- 
facturers and must pay 8 percent manufacturers excise tax which caused undue 
hardship for small firms who cannot buy materials in huge quantities direct 
from makers of materials. Also labor costs to small firms who do individual 
fittings are much higher than those of manufacturers who produce bulk quanti- 
ties of each type job. The unfair tax is resulting in driving small firms out of 
business. 





EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 119 


Mr. Buroer. These, gentlemen, are the recommendations approved 
by federation membership majority vote as a basis for a sound pro- 
gram of taxation for small, indepe te “nt Sollee a program which 
will help preserve the incentives and opportunities of independent 
and competitive enterprise and which will help smaller enterprisers 
remain a vital part of our economy. 

Our members recognize the tremendous problems the Congress has 
in trying to write a tax system fair to all. They do not expect enact- 
ment of each and every one of their suggestions immediately. But 
they do hope for a start toward favorable action along the lines of 
this program. And they do look for the Congress to take the initial 
ton tarde approving actu: al tax reductions this year. 

I thank you for your kind attention. 

I want to add this much, Mr. Chairman: I said in my statement 
here that these mandates have a nationwide distribution of at least 
100,000. We take no position. Myself as an executive officer or no 
other executive officer can speak officially before this committee or any 
other committee in the Congress until that mandate vote is taken. 
The entire membership is polled on every economic or legislative ques- 
tion that comes up. So there is no officer, or group of officers, that is 
officially permitted to speak for the federation until the members 
themselves are polled and have directed them to carry out their 
mandate. That is my statement, Mr. Chairman. 

Mr. Seetey-Brown. Thank you very much, Mr. Burger. Iam sure 
that all the members of the committee and the committee staff are well 
aware of the work done by you and your association. I think all of 
us have received frequently through the mail, the mandates which are 
being mailed directly to us by many of the small-business men in our 
communities. 

Has your organization ever posed the question in one of its mandates, 
as to how your organization feels regarding deficit financing ¢ 

Mr. Bureer. r ll, to answer your question, Mr. Chairman, in one 
recent mandate I believe the vote was a very close vote, and it would 
answer the question in some degree about the necessity of balancing the 
budget ; in other words, living within our income. 

The association is fairly unanimous in its vote on the Reed tax bill. 
At the same time, preceding that vote, and I think it was directly pre 
ceding that, in substance answering your question, the advisability of 
living within our income to balance the budget was discussed. 1 
couldn’t answer any more directly than I do on that subject. 

Mr. Sretry-Brown. You feel that deficit financing or a dollar that 
is not sound will have a definite effect on the small-business com- 
munity ? 

Mr. Buroer. Mr. Chairman, let me sneer this question Spe way: 
I owned and operated an independent business in the city of New 
York from 1909 to 1935. Many of my clients were in Waterbury, 
Danbury, Hartford, Bridgeport, and elsewhere. I know that in those 
small businesses, and in my own small business, we had to live within 
our income, or otherwise we went to the bank. We were not very 
successful in our application to the banks. On that score, I must 
commend the House Banking and Currency Committee for reporting 
out late yesterday the Hill bill on creating the Small Business Admin- 
istration. 
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I believe this much of the continual spending, beyond their incomes, 
not alone by the Federal Government but also by the cities and States, 
sooner or later it is going to seriously affect all of our economy. I 
don’t believe in this deficit financing. 

Mr. Sueenan. Mr. Burger, I have : a couple of questions, one of them 
in reference to your statement on page 3. But before going into that, 
could you speak for your membership and tell me or tell the committee 
what the feeling is of your membership on every firm and every in- 
dividual in the country contributing to the taxes to support the Gov- 
ernment ¢ 

Mr. Burerer. In what way? I said in my statement, Congressman 
Sheehan, that we realize the Government has to have its taxes. 

Mr. SueeHan. Don’t you think, then, it behooves everyone to help 
contribute, and pay taxes? 

Mr. Bourcer. In briefing my statement, I stated specifically the small 
independent business —— 

Mr. SHeenan. On page 3 on your mandate 148 your membership 
went on record for exempting the first $25,000 of corporate income 
from all taxes. 

Mr. Burcer. Well, I don’t think there is anything wrong in that. 

Mr. Surenan. Is that not discrimination against partnerships and 
sole proprietorships? They are small business, the same as a corpora- 
tion. 

Mr. Buroer. The $25,000, Congressman Sheehan, would have no real 
beneficial effect to any big corporation, but it would be a tremendous 
help to small business. 

Mr. Sueenan. I agree with you, it would be fine if we could do it. 

Mr. Burcer. It won’t be a drop in the bucket. 

Mr. SHeenan. I do not agree with you, because I personally feel 
that everyone in the country should contribute something to the 
taxes. By taking a flat exemption of $25,000, it is discrimination, pure 
and simple, in my mind. 

Mr. Burcoer. I can only say this much in answer to your question. 
As I said in the conclusion of my statement, the only position I can 
take on this or any other question is the direct vote of our nationwide 
members. If they are right or wrong, I must carry out their instruc- 
tions accordingly. We don’t shape their thinking. We don’t shape 
their vote. As you are all well aware, Members of Congress, I have 
had many a set-to with members of the committees, in Foreign Rela- 
tions and Ways and Means. We try to keep these questions, both pro 
and con, to the best of our ability to be neutral aad the member him- 
self must decide the question. 

Mr. SueeHan. We are not questioning that. That we realize. But 
the thing I am questioning is I don’t see how we can run the Govern- 
ment without getting taxes, and we all have to pay taxes. If you ex- 
empt the first $25,000 of income, which would take in the greatest bulk 
of businesses in the country, there would be very few people left. And, 
No. 2, it would be rank discrimination because sole proprietorships 
and partnerships would not get the same benefit. 

Mr. Borcer. I think in recent reports of the Federal Trade Com- 
mission and other agencies of the Government it shows, in most of the 
major industries, where the concentration is there, in the bigger 
bracket—— 
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Mr. SuHeeHan. I know, but we cannot expect the big fellows to pay 
all of the taxes. 

Mr. Burerr. I don’t expect that. We don’t ask for that. I say that 
a $25,000 exemption would not be any great hardship for the Govern- 
ment to suffer. 

Mr. SHEEHAN. Well, it is a matter of opinion. I am president of 
two corporations, yet I would not argue to exempt my companies from 

paying taxes on earned income. I “think even if your membership 
wanted a $25,000 exemption, they should still have to pay their propor- 
tion of the taxes. That isall I have. 

Mr. Hosmer. No questions. 

Mr. Seety-Brown. Thank you very much, Mr. Burger; we are 
grateful to you for coming here. 

Mr. Buroer. Thank you, gentlemen. 

Mr. Szery-Brown. The next witness is Mr. H. A. Cole. 


STATEMENT OF H. A. COLE, DALLAS, TEX., ON BEHALF OF THE 
COUNCIL OF MOTION PICTURE ORGANIZATIONS, INC. 


Mr. Corz. My name is H. A. Cole. I live in Dallas, Tex. 

Mr. See.y-Brown. May I interrupt for a minute? Do you have a 
prepared statement ? 

Mr. Cote. No. Mine will be off the cuff. However, we will have 
our report that we have already made to the House Ways and Means 
Committee in a hearing, and we will file copies of those with you. 

Mr. Srety-Brown. Thank you. If you will do that for the benefit 


of the committee, we will appreciate it. 
(The information referred to follows :) 


JOINT STATEMENT BY COL, H. A. CoLE AND Pat McGrE' IN BEHALF OF THE COUNCIL 
OF MOTION PICTURE ORGANIZATIONS, INCc., ON H. R. 157, EXEMPTION OF MOTION 
PIcTURES FROM FEDERAL ADMISSIONS TAX 


EXPLANATORY NOTE 


We appear before this committee as representatives of the Council of Motion 
Picture Organizations, Inc., a New York corporation, established in 1950 by 
the 10 principal organizations in the motion-picture industry, representing all 
divisions and elements in the business. 

Since we are both engaged in the exhibition branch of the industry, and it is on 
this branch that the Federal 20-percent admissions tax has its greatest impact, 
we shall discuss the admissions tax mainly in its application to motion-picture 
theaters. Indeed, any discussion of the admissions tax must concern itself chiefly 
with motion-picture theaters, for the 18,000 theaters that are situated in nearly 
10,000 cities and towns in the United States comprise more than 90 percent of 
the motion-picture industry. In other words, the picture business is a multitude 
of small businesses. 

In making this statement we shall use figures collected and assembled by 
Sindlinger & Co., Inc., a statistical organization of Ridley Park, Pa. Confronted 
with an almost complete lack of trustworthy statistics about the picture busi- 
ness, the Cowncil of Motion Picture Organizations engaged Sindlinger & Co., 
Inc., to make un objective study of the motion-picture industry’s financial situa- 
tion, especially as that situation has been affected by the admissions tax. The 
detailed results of this study are appended to and are a part of this statement. 
As these results have been developed in the course of the analysis, they have 


1Colonel Cole is a member of the board of directors of Allied States Association of 
Motion Pict:7e Exhibitors and Mr. McGee is a vice president of Theater Owners of 
America, both constituent members of the Council of Motion Picture Organizations. 
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been submitted to tax officials of the Treasury Department and the Joint Com 
mittee on Internal Revenue Taxation for their criticism and suggestions. To 
the best of our knowledge no serious criticism of these figures or of the conclu 
sions drawn from them has been made by either the Treasury or the joint 
committee, 

STATEMENT 


1, The motion-picture industry is sick—so desperately sick that if relief from 
the Federal 20-percent admission tax is not immediately forthcoming the very 
existence of the industry will be imperiled 

Since 1946 a total of 5,038 theaters have been forced to close. During the 
first 90 days of 1953 theaters closed at the rate of 3 daily. Unless movie theaters 
are exempted from this tax it is inevitable that at least 5,847 more theaters, or 
29.2 percent of all theaters open today, will be forced to go out of business during 
the next 12 months. 

This, then, is an emergency. And because it is an emergency of such grave 
import to our business, we ask that your committee approve H. R. 157, which 
has for its purpose the exemption of motion-picture theaters from the operation 
of this tax. For we shall demonstrate that one fundamental cause of the mo 
tion-picture industry’s catastrophic decline is the 20-percent Federal admission 
tax, We shall prove that this tax, by preempting for the Treasury most of what 
would have been a normal price rise in theater tickets during the period of post- 
war inflation, financially enfeebled our theaters, forced them into crippling 
economies that lessened their attractiveness as places of public entertainment, 
and thus made them helpless and vulnerable before a new tax-free competitor 
television. 

We shall demonstrate that thousands of theaters are operating at a loss and 
remain open only in the hope that this tax will be soon removed, in the meantime 
paying one-fifth of their income into the United States Treasury as admission 
taxes. 

We shall prove, moreover, that if movie theaters are exempted from this tax 
the benefits to the motion-picture industry will be so great that the Treasury 
will actually recapture directly from other film industry sources more tay 
money than it would collect if it kept the tax in effect. 


THE MOVIE THEATER 


2. The first theater in the United States dedicated solely to the exhibition of 
motion pictures opened its doors 51 years ago this month. It was the Electric 
Theater in Los Angeles; and since that humble beginning, which occurred in the 
lifetime of many of us here, the motion-picture theater has become a beloved 
institution in every community in this country. Not only has it provided amuse 
ment and relaxation for the American family; in every town the movie theater 
has been a center of community, civic, and charitable activities, a wellspring of 
knowledge and information supplementing the schools, and an important medium 
for the dissemination of Government messages to the people during two World 
Wars. 

Not only has it these accomplishments to its credit; the local movie theater 
has played an important role in promoting the business welfare of its com 
munity. With its gay exterior and the promise of wholesome entertainment 
within for the entire family, the theater has been the magnet which has at 
tracted people into the center of the town, to the greater prosperity of the town’s 
merchants. Thousands of small-business men owe their livelihood to the pres 
ence in their neighborhood of the prospering motion-picture theater. A town 
without a theater is a dead town. 


HISTORY OF TAX 


2. The admission tax was first imposed during World War I. The movie 
theater made no objection to this levy. Taxes then were not as heavy as they are 
now, and in any event lower-priced admissions were exempted after the war 
ended. Again, when the tax was revived in 1952, aS an emergency measure to 
provide pump-priming revenue in the early days of the depression, the burden 
was accepted without murmur because talking pictures had but recently been 
introduced and the movies were experiencing a tremendous stimulus. At that 
time the rate was fixed at 10 percent, with admission up to 40 cents exempted, 
a rate which was continued through the outbreak of World War II. In 1940, 
with most of the world at war, and as a part of the American preparedness pro 
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gram, the Congress lowered the exemption to 20 cents In October 1941, almost 
on the eve of Pearl Harbor, the exemption was eliminated, except as to children’s 
admissions under 10 cents. 

The next and last chapter in the story of this tax was written in April 1944, 
during the most critical days of the war. At that time the present war-tax rate 
of 1 cent on each 5 cents or major fraction was imposed, but this was so blatantly 
onerous that the act included a solemn promise that the war rates would be ended 
6 months after the termination of hostilities. This promise has not been kept. 

Neither during World War I, during the depression, nor during World War II 
was any serious objection made by the motion-pictul ndustr: » the imposition 
of this tax. On the contrary, the record will show that in times of naitonal 
danger the motion-picture industry has always been among the first to enlist in 
the common cause, to shoulder more than its proporti aate share of the burden, 
and to offer, freely and generously, its property, its faclities and its talent to our 
country. 

It should be emphasized, however, that each time this tax was imposed it was 
in circumstances so unusual that its effect on the industry itself was not fully 
realized either by the industry or the Government. When the tax was first 
applied, for example, the country was experiencing the unprecedented boom of 
World War I, and the movies—especially feature-length pictures—were still 
something of a novelty. Again when the tax was revived in 1932, the movies, 
which in their silent form had begun to languish, had just taken a new lease on 
life through the development of talking pictures, an unexpected “shot in the arm’ 
that carried the industry through the depression with comparatively few casual- 
ties. And the third time the tax was fully imposed was during World War II, 
when the country again was experiencing war prosperity and restrictions were 
so rigid that people were almost obliged to go to the movies for recreation. During 
all these periods, moreover, the movies were without serious competition as the 
people’s principal source of entertainment. 

Because the admission tax had been in these unusual circumstances a substan 
tial and, on the whole, a fairly consistent revenue producer, the Government, 
quite understandably, looked on it as a source of revenue that would never run 


dry. And because it had been levied in times of great national emergency, and 
accordingly had been accepted as a patriotic necessity, the motion-picture indus 
try itself was not wholly aware of the economic paralysis that was inherent in 
a tax which took away one-fifth of the industry’s revenue 


INFLATION SHOWS TAX A TRAP 


4, It remained for the inflation which followed World War II to lay bare in all 
its evil reality the true nature of the admission tax. 

Unlike most businesses, the motion-picture theater has a definite, natural ceil 
ing for its prices. This ceiling is roughly established by the amount the people 
of a community are willing to pay for movie entertainment Setting a price above 
this ceiling has been shown by experience to be self-defeating as income invari 
ably drops. 

When inflation occurred, it would have been entirely reasonable for theater 
owners, beset by rising operation costs, to raise their prices until they reached 
this natural ceiling. Unfortunately, however, they soon came to realize that the 
admission tax, by raising prices 20 percent, had already confiscated most of this 
price rise. Accordingly, the cost of evening admissions to theaters could be 
raised only 10.2 percent In money, this price rise was only 4.4 cents to a national 
average for evening admissions of 47.3 cents This trivial increase was mad 
while rent advanced 52.9 percent, clothing 25 percent, fe 1 percent, and all 
consumer commodities advanced 36 percent. 

Although the admission tax denied the movie theater a legitimate participation 
in the general income rise, the theater nevertheless was subject to all the pres 
sures of inflation in its operating costs. Wages went up, the cost of materials 
went up, local taxes went up—the cost of everything in a theater’s operation sky- 
rocketed, while the theater’s income remained practically the same 

In this extraordinary situation there was only one course open for the harassed 
theater owner—a drastic reduction of operating costs Accordingly, the most 
sweeping economies were put into effect. Staffs were reduced to the last legally 
permissible limit, renovations were postponed, obsolescent plant equipment was 
made to do, advertising was slashed, service to the public was curtailed In 
short, everything humanly possible was done to cut costs to the bone 
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That the theaters succeeded in this desperate cost surgery is shown by statis- 
tics. Total expenses of exhibition in 1946 were $1,208,989,000. In 1948 they 
were down to $1,205,876,000, and in 1952 they were further reduced to $1,201,632,- 
000. No other American industry can show such a cost record. 

But sometimes economy can be a two-edged knife. It certainly was in the case 
of the hapless movie theater. For in cutting costs, the theater had almost 
destroyed its most precious asset—its glamor. For years the brightest, gayest, 
most attractive place in town, the theater quickly lost it glitter, until even the 
local drugstore nad department store outshone it. 

Indifferent to the faded glory of theaters many years obsolete, people sought 
their amusement elsewhere, thus breaking the moviegoing habit which from 
the beginning had been one of the main props of the movies’ economy. Between 
1946 and 1948 the United States theater gross declined 16 percent and 1,611 
theaters closed their doors. 

TELEVISION 


5. It was in this weakened condition that the movie theater, in 1948, was 
called on to meet its greatest challenge—television. The results were staggering. 
Assured, by the purchase of a television set, of what was equivalent to a free 
moving-picture show in their living room, millions of Americans made the 
pleasant discovery that there is no place like home. The impact on movie- 
theater attendance was devastating. In those metropolitan areas which soon 
became saturated with television, theater business dropped more than 40 percent. 
In the so-called fringe areas, where television reception was not so good, theater 
business went off 22 percent. 

Under this smashing blow and with inflation heightening, theaters went down 
like ninepins. Twenty-three percent of all 4-wall treaters within primary tele- 
vision areas have closed since 1948S—a more than 1-out-of-5 casualty rate. The 
actual number of 4-wall theaters that have closed since 1948 is 3,085, of which 
1,975 were in primary television areas. 

In the large areas where there was no television, the story was better. In fact, 
in these areas theater grosses were up 3.2 percent, Heartened by this seeming 
escape from the television blight theater owners began building new theaters. 
Half of all the new theater construction that has taken place since 1948 was in 
nontelevision areas. 

But this freedom from television was not to last, In the summer of 1952 the 
freeze on new television stations was ended. The old pattern was repeated. 
For every 2 percent gain in television set ownership there was a corresponding 
drop of 1 percent in theater grosses. Denver got a new television station and 
theater grosses quickly went off 21 percent. In Lubbock, Tex., a new television 
station that began operations late in 1952 sent theater grosses down 19 percent, 
with only a 35 percent TV set ownership. 

Meanwhile fringe TV areas have become saturated with sets and theater 
grosses have gone off another 15 percent. 

From this grim picture one ray of hope emerges for the harassed theater 
owner. As teleset sales approach saturation, the decline in theater grosses 
slows down and then levels off. Indeed, in such thoroughly TV-saturated 
markets as Chicago, Detroit, and Philadelphia, downtown theaters have shown 
a slight increase in grosses. 

But the national picture still holds gloomy prospects, for 91 percent of United 
States theaters, contributing 98 percent of the total theater gross, will be under 
television’s umbrella by the end of 1953. 

Shocking as these figures are, they fail to reveal the tragic plight of the 
thousands of theater owners who are still carrying on the struggle. Many 
of these are on the verge of bankruptcy, the businesses to which they have 
devoted their adult lives are faced with ruin. A total of 5,010 four-wall 
theaters—33 percent of all such operations—have operated at a loss since 1952 
and are in distress today. A total of 917, or 28 percent of all drive-in theaters, 
operated at a loss in 1952. A total of 1,493 or 45 percent of drive-ins are in 
the red on admissions. Were it not for the revenue derived from the sale of 
popcorn, candy, and other merchandise, most of these theaters—four-wall and 
drive-ins—would be out of business today, for figures show that without the 
income from concessions United States exhibitors would have operated in 1952 
at a loss of $147,785,000. 
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TWO PROSPECTS FOR 1953-—-BOTH DARK 


6. For 1953 there are two alternative prospects—both gloomy. One the basis 
of the continued downward trend net 1953 income from admissions, after 
$202 million in admission taxes, is estimated at $1,011 million. This will be 
increased by $200 million in concession sales, for a total of $1,211.1 million. 
Expenses are estimated at $1,200.2 million, leaving a net before Federal income 
taxes of $10.9 million. Income taxes will take $5.6 million, so the net profit, after 
all taxes, on the national theater operation will be $5.3 million. 

The percentage of profit after taxes, in this alternative, to total theaters gross 
in 1953, will be, therefore, four-tenths of one percent. 

The other alternative (or danger) is that thousands of theaters are being 
kept open for no other reason than that their owners hope this tax will be re- 
moved soon. But if the tax is not removed the present rate of three theater 
closings daily will change overnight. In fact, it is practically certain, from 
studies made of theater finances, that instead of 1,104 theater closings in 1953, 
which would result on the three closings daily rate, the number will reach the 
staggering total of 5,347. 

THEATER CLOSINGS 


7. The record of theater closings is a dismal one. In 1945 there were 19,140 
movie theaters in the United States. Of these 100 were drive-ins. 

From 1946 to April 1953 a total of 5,088-theaters have closed. Of these 23.8 
percent, or 4,696, were 4-wali theaters, 342 drive-ins. 

From 1946 to date, 851 new 4-wall theaters have been built. In the same 
period 2,976 drive-ins have opened. 

Thus the total of operating theaters today is 18,306, of which 15,030 are 4-wall 
theaters and 3,276 drive-ins. Despite an enormous increase in population, there 
are 834 fewer theaters today than there were in 1945. 

On surface, it would seem that the construction of new theaters, especially 
drive-ins, somewhat offsets theater closings. Study of the statistics, however, 
shows that this is not precisely the case. Since an increase in the number of 
drive-ins largely accounts for the total of new theaters, a quick look at this 
type of operation is necessary. 

One of the most interesting phenomena of the postwar period is the vast 
socio-economic change that has occurred in America. Aside from the swift rise 
in population, there also have been great shifts in population, especially from the 
large cities to the suburbs. The increase in the number of marriages and the 
resultant largest crop of babies in American history also must be considered. 
In addition, the American craving for motor travel has intensified, as is shown 
by an increase of nearly 63 percent in the use of gasoline for automobiles from 
1946 to 1952. 

These changes in American living brought about the drive-in theater, which 
is shown to make its greatest appeal to dating couples, family groups with small 
children and vacationists. 

The tendency of the drive-in theater is to avoid heavy population centers. 
Most of the new drive-in construction has been in the Midwest, Far West, and 
South, and especially in areas that have not yet felt the effect of television. 
New drive-in theaters have not been geographically located within areas where 
most of the four-wall theater closings have occurred. 

From all evidence gathered in our survey the 1953 drive-in theater is going 
to face the same general problems that beset the four-wall theater. 
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Tabulation of theaters closed since 1946, by States 


| Percent of 
closed 
theaters 
on the 
basis of 
those 
operating 
in 1948 
prior to 
television 


Alabama... 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 


Number 
of closed 
theaters 
as of 
Apr. 1, 


1953 


Nevada 


New Hampshire 


New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
‘Tennessee 
Texas 

Utah 

Vermont 
Virginia 
Washington. 
West Virginia. 
Wisconsin 
Wyoming -. 


District of Columbia 


ADDITIONAL STATISTICS 


Percent of 
closed 
theaters 
on the 
basis of 
those 

operating 
in 1948 
prior to 

television 


20 
9 


Number 
of closed 
theaters 
as of 
Apr. 1, 
1953 


8. Statistics giving full details of the financial condition of the industry are 
set forth in the Sindlinger report which is a part of this statement. For con- 
venience, however, we cite a few here. 

Today’s total investment in the motion-picture industry is $2,792,700,000. Of 
this sum, production and distribution investment represents $550 million, exhibi- 
tion $2,242,700,000. 

Members of the average household who attend movies spent 41 percent less on 
movies in 1952 that they did in 1946, the dollar figures being $27.82 against 
$47.12, respectively. 

In 1946 the average moviegoer went to the movies 38.4 times and spent $16.14. 
This year he will make 19 visits to the theater and spend $9.60. But even this 
figure is deceptive, since today’s moviegoer is concentrating his movie visits on 
weekends when admission prices are higher, and neglecting the lower price rates 
of matinee or weekday evenings. 

Today the motion-picture industry accounts for only 18.8 percent of house- 
hold expenditures for entertainment, contrasted with a representation of 36 per- 
cent in 1946. On the other hand, television, new since 1936, will account in 
1953 for 39.2 percent of the money people spend on entertainment and recreation. 

During the last 7 years, the average weekly attendance rate for motion pic- 
tures in the United States has declined 43.8 percent. In 1946 the American peo- 
ple went to the movies at the rate of 82.4 million weekly. Today the weekly ad- 
missions are down to 46 million. In 1946 the weekly attendance was 73.6 percent 
of the then 112 million potential moviegoers; today it is 36.4 percent. If the 
rate of movie attendance drops another 4.7 percent next year, as the trend now 
indicates, the industry will be back where it was in 1935, during the depths of 
the depression. 

In 1946 the American people spent $1.8 billion going to the movies. 
they will spend no more than $1.2 billion. 

If as has been said, theaters didn’t sell popeorn, candy, and other merchandise 
they would be operating today at a heavy loss. As it is, their percentage of profit, 
as related to total income, has declined from 13.1 percent in 1946 to the danger- 
ously low margin of only 2 percent in 1952. 


This year 
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The larger grossing theaters have been harder hit than the smaller ones, being 
off one-third in their gross business from 1946 to 1952. 

While, since 1946, almost every industry making up the national economy has 
ridden a spectacular rising arc of dollar volume, the total net income of all 
United States movie theaters, after playing admission taxes, has, in contrast, 
declined 29.7 percent. Gross national product rose from $211.1 billion in 186 
to $346.1 billion in 1952, an increase of 68.9 percent. National income rose from 
$180.3 billion in 1946 to $290.5 billion in 1952, an increase of 61.1 percent. Per- 
sonal income amounted to $177.7 billion in 1946 against $260.5 billion in 1952, an 
advance of 51 percent. Personal disposable income—income remaining after 
personal taxes and nontax payments—increased from $158.9 billion in 1946 to 


$234.3 billion in 1952, an increase of 47.5 percent. 
NOT JUST SMALL THEATERS BUT WHOLE INDUSTRY NEEDS RELIEF 


9. The thought has been expressed that the small theaters only were entitled 
to and must receive relief. There has been some thought expressed that this is 
all that should be done. We wish to point out that this will not solve the 
problem. The entire industry, production, distribution, and exhibition—big and 
little—is in real distress. Funds for the making of worthwhile pictures can 
come only from the box office; relief for only the smaller theaters would not 
bring any remedy in this regard. Only through relief for the entire motion- 
picture industry from the operation of the admission tax can we realiy see a 
chance for the future of our business. 

Up to now we have confined our discussion to movie theater business. But 
it was inevitable that the sickness of the theaters would be reflected in the 
production-distribution end of the business, since a theater usually pays for its 
film attractions in rentals that are based on percentage of the theater’s admis- 
sions during the time these attractions are shown. 

In 1946, United States theaters paid to production-distribution $466 million 
in film rentals. This total has dwindled steadily until this year it is estimated 
that film rentals will be 23.4 percent less than they were in 1946, or $357 million. 
This is a decrease of $109 million. 

Corporate enterprises within the motion-picture industry (exhibition, produc- 
tion, and distribution) do about 85 percent of the industry's total value. 
The stability of any business is indicated by the trend of dividends paid and 
undistributed profits. 

The industry’s corporate income after taxes has plummeted from $187 million 
in 1946 to a meager $31 million in 1952. Undistributed corporate profits for 
each year have shown an even greater shrinkage, from $123 million in 1946 
to about $1 million in 1952. Dividends have been held up, but the figures show 
that today there is a dangerously thin margin separating the money for divi- 
dends and corporate income. 

The following figures show the trend of theater corporations in the United 
States: 


Year: Corporation tazres 
1946 ‘ $124, 000, 000 
1947 : 96, 178, 000 
1948 ieee ices 54, 500, 000 
1949 : = ed / 47, 650, 000 
1950 45, 300, 000 
1951 . ae ~ . : 38, 250, 000 
1952 Tore 28, 000, 000 

Nore.—-These figures are all the more staggering when it is noted that the rate of the 
corporate tax in 1946 was 40 percent whereas in 1952 it was 54 percent. 

It is apparent that the disaster touched the big treater operations as well as 

the smaller ones. 

TAX DECLINING, TOO 


10. This, then, is the picture of the motion-picture industry, a proud American 
enterprise brought to the edge of collapse. Now what of the tax that has con- 
tributed to this situation? The figures tell the story of how this tax has declined 
as a source of revenue. 
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| | 
Total } Motion pic- | Percentage of 
admission jture theaters’) theaters’ 
tax share of tax share 


..| $381, 520, 217 | $299, 900, 000 | 
: 467,491 | 279, 698, 000 | 
| 385, 129, 101 248, 962, 400 
| 375, 768,504 | 240, 653, 400 
56. 721, 869 | 230, 883, 458 
, 643, 256 220, 542, 088 

210, 769, 464 


From the above you will note that the admission tax coming from motion- 
picture theaters alone shows a decline over the 7 years of 29.6 percent. 

From the above it would appear that the motion-picture share of total tax 
collections increased in 1952. This is not because motion pictures collected more 
tax, but because the 1951 Revenue Act exempted opera, symphonies, amateur 
theatricals, and other functions. 


TREASURY WILL GET MORE MONEY BY EXEMPTING THEATERS FROM TAX 


11. Both the Congress and Treasury will want to know what exemption of 
movie theaters from the admission tax will cost the Treasury. Incredible as 
it may seem, if movie theaters are exempted from the admission tax the resultant 
collateral taxes from the picture industry will more than replace to the Treasury 
the tax loss through removal of the admission tax. 

Proof of this assertion follows: 

On the basis of the continuation of the downward trend of the past 4 years, 
it is estimated that the 1953 net income from sales of admissions of United 
State exhibitors would be $1,011 million, with a tax of $202 million. 

On the basis of the first 90 days trend of 1953 closings, it is estimated that 
1,104 theaters would close in 1953. 

But the mere continuation of this downward trend of net income and theater 
closings is not realistic for 1953, for there are 5,347 United States theaters that 
are now in the red on total operations. 

These theaters in 1952 grossed $259,307,000, paid an admissions tax of 
$51,861,400. With the exception of about 320 of these theaters, the tax pay- 
ments are the difference between profit and loss. 

The owners of the 5,347 theaters are standing by awaiting favorable action by 
Congress exempting theaters from the admissions tax. Proof of this standby 
is that during the first 96 days of 1953, theaters were closing at the rate of 1 
every 8 hours. During the first 15 days of April when United States exhibitors 
knew of the April 20 date that the House Ways and Means hearings would be 
held, only 6 theaters have closed. Should there be a delay in the elimination 
of the 20 percent amusement tax, the 5,347 theaters now in the red will surely 
close in a matter of weeks—the Treasury, therefore, in the next 12 months, 
instead of receiving $202 million, as originally estimated on the 1952 downward 
trend, will receive only $150,138,600 from admission taxes. 

For this analysis, Treasury income is figured from 3 sources. These sources 
in 1952 were: 

From 20 percent amusement taxes___- . a $210, 769, 464 
Corporate taxes: 
Theater ; ; . . 28, 000, 000 
Producer . eat : - 23, 000, 000 


aoe 


If the tax is left in effect, Treasury income from the 3 sources is estimated 
to be (for the next 12 months) : 


20 percent admission taxes : et $150, 138, 600 
Corporate taxes: 
dence cnpetetmtiieictipapedie sna sailed : ied 5, 600, 000 
I isis caine ‘ paisa sais : 5, 400, 000 


Total = a ah inlllpe cise dann. *: Sipe Se 
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If the 20 percent amusement tax were removed, it is estimated that no more 
than 320 theaters would close during the next 12 months, and the net gross 
from admission would be back to the original estimate: 


OTE. CURTIN UO ip errecticin chemin enn ‘ .. $1, 011, 000, 000 
Plus the former 20 percent tax amount-—~_- igen 202, 000, 000 


Total net gross from admissions__—- 1, 213, 000, 000 


The division of the $202 million, which would be added to the net theater 
gross is: 


Of the $202,000,000, $68,680,000, or 34 percent, would go to pro- 

ducers and distributors as film rental. On the basis of corporate 

income taxes and taxes on dividend payments, the direct return 

to the Treasury would be__-- _..... $45, 000, 000 
$133,320,000, or 66 percent, would be divided among various groups 

and classifications of theaters. Some of the money would be ab- 

sorbed in making theaters break even. The total return from 

theaters in corporate income taxes, unincorporated taxes, per- 

sonal taxes, and taxes on dividend payments would be 68, 500, 000 


TOtns SECT OS CRW TMU noi nie teeta une TE en ae 


Summary of 12-month income to Treasury 


From producer: 
New tax from above______-__ : =e $45, 000, 000 
Corporate tax on the same rate as 1952____ 23, 000, 000 


68, 000, 000 


From theater: 
New tax from above___- i . ed 68, 500, 000 
Corporate tax on the same rate as 1952 sie ‘4 28, 000, 000 
96, 500, 000 
164, 500, 000 
Therefore, the Treasury gain is ‘ . 3, 400, 000 


CONCLUSION 


12. Three years ago, in 1950, representatives of the motion-picture industry 
appeared before this committee and asked relief from this tax. Your commit- 
tee was sympathetic to their appeal and there is good reason to believe that but 
for the outbreak of hostilities in Korea the tax would have been removed. 

From the foregoing it must be grimly obvious that since our appeal 3 years 
ago the condition of our industry has deteriorated at an appalling rate. 

Today, therefore, we stand before you almost in extremis. We ask your help— 
help while we still have the strength to fight our way out of our difficulties— 
help before irretrievable disaster overwhelms us. 

We are hopeful that this help will be forthcoming. So we are not despairing. 
On the contrary, we are confident that if our theaters are exempted from the 
admission tax we shall be able to fight our way out of our difficulties and once 
more become a healthy, prospering business. There is reason for this confidence. 
At this moment there are technological developments taking place in our industry 
which hold forth the promise of new and exciting improvements in motion 
pictures. We refer, of course, to three-dimensional films and bigger and wider 
screens. But to take advantage of these developments it is absolutely essential 
that our theaters be freed from the strangling yoke of the admission tax, for 
the expense of the theater installations which these new developments will 
entail will be enormous and cannot be met by theaters if the tax remains. 

That Members of both Houses of Congress are aware of our troubles is shown 
by the fact that 29 bills having for their purpose some form of tax relief for 
our industry have already been introduced in the House of Representatives and 
2 in the Senate. To the honorable gentlemen who introduced these bills we of 
the picture industry are deeply grateful. One of these measures, H. R. 157, intro- 
duced by a member of your committee, Mr. Mason, impresses us as providing the 
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relief we seek. Naturally, we are deeply appreciative of Mr. Mason’s sponsorship 
of this bill, as we are also of the desire to help us which has been manifested by 
those 12 or more other Congressmen who have introduced bills identical in 
language with Mr. Mason’s. 

We strongly urge this committee to approve the Mason bill, H. R. 157, as it 
is written, and we also urge its enactment as soon as possible, as an emergency 
measure, by both the House of Representatives and the Senate. 

Mr. Coie. I represent the motion-picture theaters of this country. 
I was appointed by an organization known as COMPO, which is the 
initialing of Council of Motion Picture Organizations, including all 
elements in the motion-picture industry, from production down 
through exhibition. 

The motion-picture industry is in a sad way. I hate to admit it, 
but it is so obviously true that it is really frightening. During the 
past 8 years, starting back in 1946, the motion-picture industry has 
lost 33.3 percent of its gross income, at the same time facing a tré 
mendous increase in operating expenses which has been common 
to all industries. Thirty-three and three-tenths percent of our gross 
income is, as you must well realize, a staggering proposition. That 
has amounted to, roughly, a half billion dollars. It has been com 
mon throughout the indust ry. 

In other words, while I am representing small-business people, I 
am a small-business man myself, a small exhibitor, nevertheless ] 
know that the same condition, relatively speaking, applies to the big 
ones as well as the small ones, and applies to our production, whic h 
is the manufacturing end of our business, down through exhibition, 
which is the retail part of our business. 

It goes all through the industry. 

Now, gentlemen, we have before the House, House bill No. 157, I 
believe, introduced by Mr. Noah Mason, a bill to exempt from admis- 
sion tax which, by the way, is 20 percent of our gross, exempt from 
that admission tax the theaters that run pictures as their main object 
of business. Without that relief, and we are appearing here to you, 
really, as backing that bill, without that relief I cannot see how this 
industry can exist another 12 months. 

That may seem to be an extreme statement, and it is. Since I have 
not even the figures on this, which we have gone to a great deal of 
trouble, time, and expense to get, it has kept me awake nights. The 
responsibility on my shoulders is just that big. Thirty-three and 
three-tenths percent of the gross is gone, and a probable 25-percent 
increase in operating expenses has us around the upper and the nether 
zone. 

We can see only one possibility. I don’t know that I can add in 
the short time that I feel I should take before the committee any 
great detail to this. It is all contained in our brief that was filed 
with the Ways and Means Committee. 

I have present with me my cochairman, Mr. Pat Magee, from 
Denver, also an exhibitor, and I would like to have him follow through 
and clean up, maybe, some points that I have not made. I have just 
tried to make the broad picture, to show you the terrible situation 
that we are in, and to say that something has to be done about it. 

Mr. Srety-Brown. Is it your desire that at this time Mr. Magee 
appear ¢ 


Mr. Corr. Yes. 
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Mr. Seety-Brown. And then all three of you, possibly, would be 
standing by to answer questions which the committee might wish to 
ask ¢ 

Mr. Corr. That is correct. 

Mr. Srety-Brown. Mr. Magee. 


STATEMENT OF PAT MAGEE, DENVER, COLO., ON BEHALF OF THE 
COUNCIL OF MOTION PICTURE ORGANIZATIONS, INC. 


Mr. Mager. I want to thank you gentlemen for the privilege of 
appearing here before you. To repeat, my name is Pat Magee, from 
Denver, Colo. Like Colonel Cole here, I am comparatively “small po- 
tatoes” in the motion-picture-theater industry. I represent COMPO, 
as Colonel Cole explained, and I am also a vice president of the 
Theater Owners of America, which contains about 7,000 theaters in 
its membership. With the colonel, and Mr. Coyne, we have been 
working for about 10 months in order to get relief from the 20-percent 
admissions tax. Theater grosses have dropped from one and a half 
billions of dollars in 1946 to just a little over a billion dollars in 
1952. With such a decline in gross receipts, it is rather obvious that 
the tax, too, is declining in the same proportion. 

In our joint statement to the Ways and Means Committee, we 
showed that the theater corporations which once paid $128 million 
of corporate taxes, aside from the 20-percent tax, last year paid about 
$28 million, a drop of just a little over a hundred million dollars. So 
you see that the well is rapidly drying up. 

We know that we have a lot of other problems that have affected 
us, like television, which is free, but just the same if the 20-percent 
tax was removed our theaters could stay in ees We are not 
just pulling these figures out of the air to startle or frighten anyone. 
These figures were compiled by the Sindlinger Research Institute of 
Ridley Park, Pa., a neutral statistical organization that has no inter- 
est in the theater business at all. 

We did that deliberately, because we wanted to be absolutely honest 
in our approach to the problem. Mr. Sindlinger is in Washington. 
He has been working with Mr. Copeland and Mr. Leahy in the 
Treasury Department. He has been working with Mr. Collinston. 
Everything that we say has been well documented, because we are 
in a desperate condition and we certainly have to be honest in our 
approach to the problem. 

In that same spirit of honesty, we realize that last year theaters 
represented a collection in the 20-percent category of about $210 
million. You would think that is quite a sum to be lost to the Treasury, 
especially in view of the President’s message last night. The truth 
is that the Treasury wouldn’t lose any money. We have documented 
that, too. Because, with declining grosses, we figure that the maximum 
collection this year would be somewhere in the neighborhood of 
about $160 million on the 20-percent level. If that was given back 
to the theaters, and the theaters must have that saving, we don’t make 
any claim that we would pass it back to the public, immediately a great 
part of that would be recovered in other forms of taxes, corporate, and 
excess profits, if it stays on. We have shown that the Treasury would 
actually be $3,400 million ahead by removing the tax than by keeping 
it on the theaters this next year. ‘That is the year of 1953. 
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Again, in the interest of conserving your time, I will close my re- 

5 ; & you . 

marks, but we will be here for questioning. We say that we are 

praying for relief from the Ways and Means Committee and the 

Congress, and we solicit whatever help we can get from you, too. 
Mr. Sre.y-Brown. Did anyone else wish to speak for the motion 

picture industry ¢ 


STATEMENT OF ROBERT W. COYNE, GENERAL COUNSEL, COUNCIL 
OF MOTION PICTURE ORGANIZATIONS, INC. 


Mr. Coyne. I am Robert Coyne, counsel for COMPO. It would 
merely like to make several remarks. 

We don’t wish to burden your record with this joint statement, but 
we wish that you would, by appropriate cross indexing, make reference 
to the hearing on H. R. 157. 

Mr. Srety-Brown. I think many Members of Congress were present 
at the hearing. 

Mr. Coyne. I think 112, to be correct. 

The colonel commented on how the theater industry includes all 
types of theaters. Among those theaters are some 8,000 that are 
so small that they are not incorporated, in other words the small, 
family businesses. As such, they have two important phases, the 
economic and sociological. Many of them are single-theater towns, 
and to rob that town of that theater would be to rob it of its only 
method of mass communication on the screen and their entertainment. 

Mr. Magee commented on the Government savings. The Government 
is going to lose money in any case next year. Our point is that if these 
theaters are kept open, it will lose less. 

I would like to thank you for your attention. 

Mr. Srety-Brown. Mr. Coyne, I understand I may address my 
questions to any one of you three gentlemen. I hope that when you 
present the evidence for this committee you will be able to show in 
documentary form—you will be able to develop and point out very 
clearly—that the small-business men in the several communities are 
affected by this legislation. In other words, to most of us, the movie 
industry is big business. That is commonly accepted by the public. 
It is one of the big glamorous businesses in the world, or it was one 
of them. I think it is important that you be able to point out what 
you are really trying to do is to not only protect that big industry, but 
protect the thousands of small theater operators scattered throughout 
our country. 

I think it is tremendously important that you be able to show data, 
and with such additional comments as you might care to make now, 
indicating that many of those theater owners are finding themselves 
backed against the wall, and that large numbers of theaters are closing 
down. 

Mr. Cots. We have had approximately 5,000 theaters close in the 
last 7 or 8 years. Those closings have accelerated tremendously in 
the last 6 months. 

Mr. Srety-Brown. Could you point out what the effect of the clos- 
ing of those theaters has been on the tax revenue that can be raised 
by the local communities in the way of local taxes which help support 
the local government? 
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Mr. Coxe. We have had surveys made in communities just like those 
you mentioned. We had surveys made in Frost, Tex., in Ranger, Tex. 
and in several others in my home State, and we have found that where 
the theater closes, and most of these theaters I mentioned are closed, 
the community dies. That has gone to such an extent that in certain 
of these towns the merchants have banded themselves together and 
put up the necessary cash capital, not very much, and not very big, 
and are even volunteering their services free, to keep the town alive, 
and to keep their indiv idual businesses alive. 

Ten merchants in the little town of Frost put up $250 apiece and 
volunteered 1 night a week, each one of them, to run the theater. They 
say “We cannot do without it. We cannot ‘do without it for several 
reasons: First, for the fact that our businesses themselves suffer, suf 
fer seriously, with no theater for attracting the people out on the 
streets. The second is the social reason where, they say, “We have 
children and these children run around the country, 5, 10, or 15 miles 
away to get the amus2ment they are entitled to.’ 

Yes; it has a serious effect, both economic and social, upon every 
merchant in those towns. 

Mr. Srevy-Brown. One final question I would like to ask is: It is 
my understanding that if these taxes were repealed it would not neces- 
sarily mean any reduction in the price of the theater ticket ? 

Mr. Core. I must be honest and say that that is at least 95 percent 
true. There will be instances, and there are examples in our own 
industry, where they are making money in spite of all of this. There 
will be instances where that money or part of it will be returned to 
the public. But in the vast majority of cases the small theaters as 
I know them—and I know them very well—that money will have to 
be retained in order that the theater may stay open. 

You see, what has happened is that we have been suffering and 
going down steadily for 7 or 8 years. During that period we have 
lived on our fat. Naturally, when you have to pay labor at the end 
of the week, or when you have to pay your express bill or your electric- 
light bill, you take the nearest money that is available. You cannot 
maintain your reserves for depreciation. You just have to eat it up. 
We have been living on our fat. We have come to the spot where that 
fat has about disappes ured. 

In many cases it has disappeared. In that case, the theater closes. 
We have had 5,000 closed, and we will have 5,000 more in the next 12 
months unless something is done. 

Mr. Sueenan. I have a question, Mr. Cole, for the purpose of the 
record. I would like to get into the record a little of the history of 
this tax to bring out how it came about. When was the first tax put 
on the movie industry ¢ 

Mr. Cote. It was put on the movie industry during the First World 
War, a 10-percent tax. 

Mr. SHeeHan. When was it removed? 

Mr. Coir. The tax itself has never been specifically removed. I 
went through it myself. I was in part of the committee at that time 
to try to get it removed. I think it was 1921. It was not removed 
but it was, in effect, removed by putting in a limit as to where it would 
apply. At that time it was put in at 50 cents. 

fr. SHerHaNn. When was it again officially revived / 
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Mr. Core. It went on down from there over several movements, 
with which I am not familiar, because after all when we got our 50- 
cent levy at that time, 50 cents was a lot of money. When we got 
our 50 cents exempted I paid very little attention. But I think the 
limit went on up to $3 a few years after that, and it came on again 
and the exemption was lowered. 

Mr. SHeenan. In 1932, I believe. 

Mr. Corer. In 1932, right in the middle of the depression, when we 
needed money to help the people that were suffering. 

Mr. SHerHan. What was the rate of tax at that time? 

Mr. Corr. I think the exemption was 40 cents and the rate was 10 
percent. 

Mr. SuHrenan. When was it changed again? 

Mr. Coxe. I believe in 1942, when the Second World War came on 
and the Government needed the money. I might say, gentlemen, 
whenever the industry was in a position to stand it, we have rather 
cheerfully, as cheerfully as anybody pays taxes, accepted it. 

Mr. Sueenan. I think that was October 1941, to correct the record. 
When was the next change made in the tax structure ? 

Mr. Core. In 1944 they added another 10 percent. In other words, 
they made the tax apply 1 cent for every nickel or major fraction 
thereof. 

Mr. SHEEHAN. You stated in your statement here presented by your 
group that this tax, when it was imposed, included a solemn promise 
that the war rates would be ended 6 months after the termination of 
the hostilities. 

Mr. Corr. You mean the last taxes I spoke of ? 

Mr. Sueenan. Yes. 

Mr. Core. Yes. 

Mr. SHeenan. Who made that promise? 

Mr. Corr. It was made in the bill, as I recollect. It was auto- 
matically to die within 1 year of the time that the war was over. 

Mr. Sueenan. Has your group ever fought for that ? 

Mr. Corr. Yes, sir; but the Conmrens’ wisdom wiped that promise 
out and started it all over again, and today that promise is not in 
effect. 

Mr. Sueenan. A tax like this, like many taxes, is assumed to be or 
meant to be a luxury tax in taxing industry that the people can or can- 
not do without. Can we assume that luxury taxes should be levied 
against a segment of the population that can afford these taxes best ? 

Mr. Core. That is a dish of Government taxation that I do not 
believe is in my sphere. But I would say generally speaking that 
taxes should be levied against the people who can afford to pay 
them. 

Mr. Surenan. In your judgment, do you think the people attend- 
ing the movies are the people who can best afford taxes, or are they 
the rank-and-file average man? 

Mr. Corr. No, definitely not, but I think—this is a little hard to 
express—I think there is a false feeling when the admission tax was 
made to apply to the customer and not to the theater. We have had 
Congressmen say to us, “You don’t pay the tax, your customer pays the 
tax.” 

Gentlemen, that is such a fallacy. Of course the customer pays 
every tax,eventually. The customer pays my income tax, so far as that 
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is concerned, if I pay any. The consumer always pays eventually. 
But when the y say “This does not hurt you because it isn’t app lied 
against you,” they make a mistake. The tax must come out of every 
dollar th it comes in the box office. The first 20 cents belongs to Uncle 
Sam. I even keep a separate bank account for it. Under those con- 
ditions, there is a ceiling set upon my admission, because that 20 cents 
preempts any possibility of my raising prices. And the raise in prices 
among motion-picture theaters for the past 10 years has been very 
slight. It doesn’t compare with the general raise of prices that have 
gone through our general industries. We have just found that when 
you raised the price you lowered your gross income. We ran against 
the law of diminishing returns. It is an inexorable law, and Congress 
can’t repeal it. 

Mr. SHeenan. That is all. 

Mr. Hosmer. This question is just for the record, too, and I will 
address it to Mr. Magee. What assurance does the industry have 
that the decline in admissions will not continue even if this tax is 
removed, and leave your industry in as bad shi wpe as it is now ¢ 

Mr. M AGEE. W e h: ive made quite a study of that, also. As Colonel 
Cole said, over the period of these years, if you will remember, Con- 
eressman, during the war when you had shortages of material and 
so forth, we could not replace our equipment. Our plants wore out. 
The seats deteriorated. The projection machine and so on reached 
the point of obsolescence. Of course, during the war we did make 
money, but our surplus profits were drained off in the form of taxes, 
so we actually did not ‘puild up the type of reserve we needed to 
modernize our plants. All over the country you see today big super- 
markets, drugstores, and furniture stores, that are the acme of modern 
establishments. But the motion-picture theater, which formerly was 
the glamor sport, the focal point of each community, did not have that 
opportunity. Just at the time when we were able to modernize our 
plants this decline started in. Now, if we have the chance with this 
tax taken off to refinance, and to build the type of theaters that we 
need, we feel certain that we can reestablish the movie-going habit, 
and make our businesses very profitable. We realize as well as anyone 
else, that we are competing today with the living room. I have for- 
gotten which Senator it was who said if we put in extra fine chairs 
we would quickly reestablish our patronage. I thing he is right, but 
we have to have some room to do it with. We have to have some help 
from somebody so we can reestablish it. You see the spectacle today 
of three-dimensional pictures. These are new techniques which are 
bound to have some effect in improving our patronage. But we can’t 
iake advantage of them because we haven’t the money to go out and 
make these heavy investments. 

Mr. Hosmer. Have you not experienced some indications in the 
present television-saturated areas relating to a rise in admissions, ad- 
missions after the saturation occurs? 

Mr. Mason. After the TV market becomes saturated there is a 
tendency to level off. But we are going by the collections reported 
by the Treasury. Nationally, our attendance is still going down, be- 
cause there are so many markets that did not have television prior to 
this time. Take the Colorado area with which I am familiar. We 
didn’t have a television station in Denver until last summer. The 
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same thing that happened gradually over the United States took 
place in Denver in the period of 9 or 10 months. But the same pattern 
has been true all the way through. There is an effect when television 
enters the market of a 2 to 1 ratio, as we have found out. For every 
two television sets, in percentage points, I guess it is—let me put 
it this way; I am getting mixed up on it. Television reaches satura- 
tion at about 80 percent of the sales possibilities in an area. At that 
point when it has reached its 80 percent saturation, the theater grosses 
have dropped 40 percent. That 2 to 1 ratio has been proven in every 
market where we have taken samples. 

Mr. Hosmer. Do you feel that this modernization program that you 
related can be put into effect rapidly enough to continue these theaters 
in operation rather than have them closed ¢ 

Mr. Macer. We hope so. I am sure it would be slower than many 
of us would like to see. It is quite likely that additional theaters will 
close. But we believe that with some indication of help from the Con- 
gress that enough will be encouraged to make sacrifices to stay in 
business. If they don’t have such an offer or such indication of hope, 
a lot of them will definitely close. 

Mr. Hosmer. In other words, this removal offers an incentive to the 
industry. 

Mr. Macer. It is a great incentive. It also is an incentive to our 
bankers to take a further risk on us. 

Mr. Corng. May I respond to the Congressman on that point? 

Mr. Seety-Brown. Yes. 

Mr. Coyne. Congressman Hosmer, at the saturation point there 
has been a leveling-off process, but it has been leveling off at a level 
lower than the profit level. We feel that in areas like Boston, New 
York, Chicago, and Los Angeles, where they have reached saturation 
the grosses there would be adequate to support a profitable business 
if 20 percent were not off the top. In other words, people are still 
spending a great deal of money on the movies. In fact, they spend 
more on the movies than they do on bread today. But at that leveloff 
point, less 20 percent, it is bankruptcy. At that leveloff point with the 
20 percent cut, we could fight and live. 

Mr. Yates. I think the questions have been to the point, and I have 
no further questions. 

Mr. Sreiy-Brown. Thank you very much, gentlemen. 

The next witness is Mr. Theodore Miller, president of the Great 
Lakes Founders & Machine Corp. 


STATEMENT OF THEODORE MILLER, PRESIDENT, GREAT LAKES 
FOUNDERS & MACHINE CORP., LUDINGTON, MICH. 


Mr. Mitrer. Mr. Chairman and committee members, I appreciate 
this opportunity of appearing before your committee to explain the 
serious impact of present tax laws on new and small corporations. In 
particular, I wish to stress in my statement the crippling effect of 
the excess-profits tax upon new and growing business enterprises. 

My name is Theodore Miller. I am president of the Great Lakes 
Founders & Machine Corp. of Ludington, Mich. We operate a high 
production squeezer foundry supplying light-gray iron castings to 
the automotive trade. Our corporation was organized on November 
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21, 1945, under the laws of the State of Michigan with an authorized 
capital consisting of $100,000 common stock and $50,000 preferred 
stock. We have 25 stockholders, and 4 out of the 5 directors are 
actively engaged in the management of the foundry. We began pro- 
duction in June 1946 and our first fiscal year ended on September 30, 
1946. 

To explain the next paragraph, I made a slight change to bring the 
point out a little better. In October of 1949 we first discussed addi- 
tional production capacity. In November of that year we sent out 
quotations for the building and equipment. In February of 1950 
we began our building and ordered the equipment. The new addition 
was available for use in July of 1950. Our expansion was necessary 
to satisfy the demands of our customers. When the building program 
was originally discussed, there was no indication of war. Cost of 
our expansion program in the fiscal year that ended September 30, 
1950, amounted to $60,500. I would like to relate a brief summary on 
the growth around those particular years; 1947 was our first year 
of normal operation. We had net sales of $307,000, a payroll of 
$136,000, and taxable earnings of $38,000. 

In 1948 and a good deal of 1949 we suffered from insufficient 
foundry coke and pig iron. We were forced to use substitutes at a 
high manufacturing cost. When I say substitute, we used beehive 
coke rather than regular foundry coke and we had to substitute in- 
ferior grades of scrap iron for pig iron which also created a high 
percentage of scrap loss in the manufacture of the product. In 1948 
the net sales were $346,000 with a payroll of $93,000, with a loss of 
$3,615. 

In 1949 we had increased net sales of $369,000, payrolls of $175,000, 
and a $17,800 taxable earnings. Most of that profit was made in the 
last 4 months of that year; 1950 was a normal year with an increase in 
production due to the addition i in the last several months of the year. 
We had a $569,000 net sales, $248,000 payroll, and $49,000 taxable 
earnings, with Federal taxes of $19,600; 1951 reflects the increase of 
production for the entire year. We had $835,000 net sales, a $348,000 
payroll, and a $61,000 taxable earnings record, with $35,000 in Federal 
taxes. 

In 1952 we increased to $896,000 in net sales, with $393,000 in pay- 
rolls, and a taxable earnings of $66,600, with a Feder al tax of $39,000. 

I bring this out just to show the increase, or the growth showing 
the increase, right around those particular years. 

Our excess-profits tax credit was computed under the income meth- 
od (alternative based on growth). Under the present tax laws, this 
credit is unfair and unreasonable, because it is based on our earnings 
prior to the increase in our productive capacity. We are paying 82 
percent Federal taxes on earnings in excess of $33,790. 

I want to emphasize that the prof'ts in 1951 and 1952 were not due 
to defense work, because this type of work accounts for less than 3 
percent of our sales volume. Additional equipment purchased during 
the fiscal years that ended in 1951 and 1952 amounted to $36,700, 
and $39,200, respectively. 

Our future depends upon our ability to maintain and improve our 
position in a highly competitive industry. Continued growth de- 
pends upon the retention of sufficient earnings to purchase new equip- 
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ment and to replace wornout and obsolete machinery. From the sum- 
mary of our growth you can readily see in the fiscal year that ended 
Se ptember 30, 1952, after Federal taxes, there is a net profit in the 
amount of $27,600 for the purchase of new equipment and the pay 
nents of dividends, in which year we spent $39,000 for additional 
equipment and replacing old, Federal taxes that take such a large 
portion of earnings hamper the an and jeopardize the security of 
mall business. It is becoming more difficult to secure risk capital; 
therefore small concerns must ote their expansion programs by 
borrowing from banks. Our average daily borrowed capital in 1950 
was $7,021. Our average borrowed daily capital in 1951 was $37,435 
aday. When these inequities are called to your attention, I feel con- 
fident that measures will be taken to correct them. 

For the perio | January 1, 1946, to April 1, 1953. our employee have 
earned in excess of $1,700,000 in wages. The number of our em- 
ployees has increased from 60 in 1949 to 100 in 1952. ‘This is just one 
example of the importance of small enterprises throughout the Nation. 
Everyone must sacrifice during a war or a national emergency, bi it it 
is not necessary to retard small enterpr ises due to excessive taxation. 

We feel the Federal excess profits tax law should be allowed to 
expire on June 30, 1953 

May I add, in w siting a new tax law some consideration must be 
given to refunds on excess-profits taxes paid by small companies 
organized subsequent to 1945. This can be accomplished by retro- 
actively raising the excess-profits credit from $25,000 to $100,000 mini- 
mum. We realize that it is difficult to write tax laws that will apply 
in every situation, therefore the minimum credit must be high enough 
to eliminate hardship cases. The loss of revenue due to greater con- 
sideration to young and growing earpsentvent will be small in com- 
parison t to the total revenue of the Government, but these refunds 
will mean much to m: ny corporations that have had to resort to bor- 
rowing heavily from banks. 

Without any relief from excess-profits taxes our corporation will 
be pay ing approximately $30,000 in excess-profits taxes alone during 
the 3-year period ending June 30, 1953. 

In order to encourage the formation and growth of small corpora- 
tions, which are so essential to our Nation’s economy, I urge that you 
vive consideration to amending the tax laws so that the first $50,000 of 
taxable earnings are subject to a tax not to exceed 25 percent. 

at is my opinion that in using the term of “excess-profits tax” it is 
misleading to the general public; also a misstatement in most cases 
ue - as ours. The term “profits tax” should be sufficient. 

Thank you, sir. 

Mr. Seeiy-Brown. Yours is a closely held firm, is that correct? 

Mr. Muiuer. Yes, sit 

Mr. Sre.y-Brown. Are the stockholders members of the family? 

Mr. Miuier. No, sit 

Mr. Srety-Brown. It is not a family-held organization ? 

Mr. Miter. No, sir. It is friends of four of us fellows that 
ntended to start out in business ourselves. 

Mr. Srety-Brown. I see on the bottom of the first page of your 
testimony that you say you believe it is unfair and unrea sonable be- 

‘ause it is based on your earnings prior to the increase in your pro- 
lnetive capacity. 
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Mr. Minuer. Yes, sil 

Mr. Seeiy-Brown. | wonder if you would care to elaborate any 
further on that point. 

Mr. Muzter. Well, no consideration or very little consideration is 
given to added capits al that goes into a company, increasing the em 
ployment, increasing its sales. We just didn’t make a lot more profit 
in the same amount of sales or approximately the same amount of 
sales. We made it from more investments. We feel that there should 
he ly nore consider: at ion ¢ give htoa col por ition that i CTOWLNY that way. 
Do I make myself clear ? 

Mr. Srety-Brown. In other words, the base period was a bad period 
for you? 

Mr. Murr. Very bad. 

Mr. Sreity-Brown. And you feel it is bad for any new organization ¢ 
The base period is one of the big factors, 

Mr. Mitier. Generally the first 5 years, from my past experience, 
are always so-called rough periods for a new corporation or a new 
business. 

Mr. See.ty-Brown. I would like to ‘ask one other question, sir, and 
that is a question regarding the writeoff on depreciation. Is that a 
factor in your business? 

Mr. Mituer. No, we don’t complain about the writeoff. Our equip- 
ment wears out very fast due to the contact of sand, which is a high 
abrasive. I think that the tax laws that are set up allowing us our 
wear-out of our equipment are fair. 

Mr. Srety-Brown. In other words, you have no complaints 
regards schedule F, as it applies to you 4 

Mr. Mituer. No, sir. 

Mr. Srety-Brown. Mr. Sheehan? 

Mr. SHEEHAN. Mr. Miller, first of all I want to compliment vou 
on your very fine, concise presentation because it certainly brings out 
the thing we are conscious of here, the effect of the excess profits and 
other taxes on small corporations. I was interested in the 1952 figures. 
I might preface my question by asking you would you mind giving 
me a rough idea of what your total net worth was for the year 1952, 
your combined capital and surplus. ; 

Mr. Minier. Around $225,000. I am within $5,000. 

Mr. Sueenan. Just approximately, that is close enough. 

I think it would be good for the committee to bear in mind the 
following figures. Mr. Miller shows that he starts out with taxable 
earnings in the year 1952 of $66,600. The Government takes away 
$39,000, in all taxes, including excess profits, which then leaves Mr. 
Miller and his corporate people $27,600 for surplus. He has $225,000 
invested in the business. The rule of thumb that we usually 
most businesses is a 10-percent return. You give the stockho 
10-percent return. Did you pay any dividends last year ? 

Mr. Mittrr. We pay dividends, but not 10 percent. 

Mr. Surenan. Let us assume we just allowed the stockholders 10 
percent. That allows Mr. Miller, who has done a very fine job of 
building the business and helping to build the economy, $5,100 left 
in the corporation to expand the business and to build for America. 
Out of this $5,100 that he has left, he then goes to work and spends 
$39,200 for equipment in 1952. All of which in my mind shows tl 
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know some of the 10 largest corporations in America paid no excess- 
profits tax in 1952. Here is a small man starting out in business that 
has to pay excess-profits taxes. You or your board of directors, when 
you got together and talked about your future plans and your expan- 
sion, the fact that you are now paying 82 percent taxes on your top 
level of income, did you ever consider that as to whether or not you 
wanted to continue expanding? 

Mr. Miuire. At that time we were not aware of that figure. 

Mr. SuHrenan. I mean in the past year, for instance. 

Mr. Mixter. I say we have 100 employees in 1952, and we had 96 in 
1951. In the last year we have just stopped. We have had to. 

Mr. Sueenan. There is the problem. A corporation like yours, in 
the 82 percent bracket, and they are not interested in building a 
business. 

Mr. Mitter. Along with that point you made, we could be criticized 
as a corporation for spending $ $39,000 when there is so little left. But 
competition forces you to do those things. You don’t stand still. 
You go ahead or you go backwards. 

Mr. Sre.ty-Brown. Yours isa highly competitive field, is it not ? 

Mr. Mituer. Yes, sir. We are competitors of two of the largest 
corporations in the country. I mean on 1 particular item; not 1 but 
several in our foundry. A large automobile competitor in this coun- 
try is a competitor of ours. There is a very small difference in the 
final casting. We really shave it down. 

Mr. Hosmer. The President asked that this tax be extended for a 
year. I would assume this would cost you somewhere around five or 
six thousand dollars. Are you going to be able to stay in business 
for that? 

Mr. Mixtrr. You say it will only cost us five or six thousand dollars? 

Mr. Hosmer. Yes. You say in your statement there that without 
any relief from excess-profits tax your corporation will pay approxi- 
mately $30,000 in excess-profits taxes during the 3-year period ending 
June 1953 3, which runs around $10,000 a year. Is it more on account 
of your increased sales ¢ 

Mr. Miuter. Well, it has climbed. The last year is almost double 
or as much as the 2 previous years. 

Mr. Sreety-Brown. In other words, it is not going to be $10,000 a 
year? 

Mr. Miter. No,sir. Right now it is considerably more. 

Mr. Hosmer. 1951 and 1952 were pretty close to each other. 

Mr. Mruter. But 1950 was considerably lower, you see. 

Mr. Hosmer. Aside from the actual amount, I am concerned as to 
whether you will be able to stay in business. 

Mr. Mixer. I would say, yes; we would. 

Mr. Hosmer. I want to take one other point here. I want to con- 
gratulate you on another part of your statement, and your suggestion 
as to redesignate this tax to something other than the excess- “profits 
tax. I do not think that the term you suggest, profits tax, is a good 
one. I think we should find some adequate description of that tax cand 

call it that. Excess profits was a name that was applied to the thing 
manly for political reasons in order to get it passed. I think if the 
industry or any other witnesses here can suggest, within the bounds of 
reason, a more appropriate name for that tax, it might not be a bad 
idea to get it along with the extension. 
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Mr. Srety-Brown. From what most of the witnesses have said, I am 
not sure that the name that they call this tax will be printable. 

Mr. SuHeenan. I would suggest that we change the name to “Hold 
the small corporation down” tax. 

Mr. Hosmer. That is all. 

Mr. Srety-Brown. Mr. Yates. 

Mr. Yates. In view of the President’s recommendation that the tax 
be continued, do you have any recommendation yourself as to whether 
there should be a change in the base period? It seems to me that the 
present base period penalizes a lot of people who came out of the 
service and went intc business. Would it be better in your opinion if 
the base period were advanced to, say, the last 3 years? 

Mr. Mitter. It definitely would help us a lot. It would be wonder- 
ful. May I fly the American flag a little bit, and say that 72 percent 
of our employees are wearing the so-called duck. T hey are ex-serv- 
icemen. It so happens that two of us were not in the service. We 
were a little over the age and had jobs that held us here. But we 
all feel our part in taking part in taxes. We don’t try to relieve our- 
selves of any part of the tax or try to circumvent the law so we are 
without taxes entirely, up to a certain degree. We would like to take 
our part and, as you say, bring it back into more current years of 
uormal operation. 

Mr. Yates. Maybe it would be well to have an alternative base per- 
iod or a base period to be selected within a range of 5 years or 6 years. 

Mr. Mutzer. That would help us a lot. 

Mr. Yares. The next question I have pertains to a suggestion that 
was made by a witness yesterday, who thought that it would be well 
if the same type of graduated ‘brackets were used for corporations 
as is used for personal taxes. Would you favor such a method? That 
is, rather than having sharp increases in taxes without any gradua- 
tions in between, he proposed that we have a graduation on the basis 
of personal taxes, so that the incentive to continue to do business is 
present, rather than slowing down operations because in the next 
bracket the tax may become very high. Do you see the point I am 
making ? 

Mr. Mituer. Yes; I don’t think it holds back business to have 
those steps. It sure would encourage some business. I know of only 
one of the many that I have contact with that hold back at the end 
of the year, of their fiscal year, because of that. I imagine it would 
help. I haven’t given that too much thought. 

Mr. YAres, I gained the impression, in response to a question by 
Congressman Sheehan, you said you had stopped doing business at 
a particular time because of the fact that had you continued you would 
have moved into the next higher bracket. 

Mr. Miter. No, sir. It is just that our borrowed capital right 
now says you don’t advance. We can’t. 

Mr. Yares. It is a question of your borrowings, and the ratio of 
your borrowings? 

Mr. Mier. Yes, sir. There is a limit to that on any bank bor- 
rowing to a corporation, usually governed by State laws. We are not 
up to the top of it, but we are up to a point where we have taken all 
the safety factor and have left a little bit for an emergency, a short- 
emergency, as far as borrowing is concerned. 

Mr. See.y-Brown. Mr. Sheehan, do you have another question? 
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Mr. Surenan. Mr. Miller, I merely want to point out for the rec- 
ord here that your corporation is a splendid example of the law of 
diminishing returns. Tn your figures here you show at the end of 
1950 you had taxable earnings of $49.700, for the year 1! 50, in the 
year 1951 you have taxable earnings of $61,700, an increase of $12.. 
000. However, your taxes for the same year increased $15,400. Com- 
paring the 1950 with the 1952, in 1952 your taxable earnings increased 
$17,000 over 1950. However, your taxes increased $20,000. In other 
words, the more you are going to earn, the more taxes you are paying. 

Mr. Mitzer. I am worse off than the fellow that digs the ditch to 
earn the money to buy the bread to give him the strength to dig the 
ditch. He at least comes out even. 

Mr. Srety-Brown. Thank you very much, sit 

Mr. Miter. Thank you, gentlemen. 

Mr. Srrry-Brown. The next witness is Mr. Albert Penn, president 
of Penn Controls, Inc., of Goshen, Ind. 


STATEMENT OF ALBERT PENN, PRESIDENT, PENN CONTROLS, 
INC., GOSHEN, IND. 


Mr. Penn. My name is Albert Penn. I am president of the Penn 
Controls, Inc., operation. Our company manufactures automatic 
controls for heating, refrigeration, air conditioning, gas appliances, 
engines, pumps, and air compressors. Our factory is located in 
Goshen, Ind., a small town of approximately 13,000 people located in 
the northern part of the State. In addition to the company’s business 
in the automatic-control field it also makes certain special products for 
the defense program. The automatic-control industry, as I believe 
this committee knows, is a rapidly developing industry, yet it is highly 
competitive. 

I requested permission to appear before your committee because I 
am. very much disturbed by recent news reports which state that some 
Members of Congress and of the administration are urging the re 
enactment of the excess profits tax law. I might interject there that 
we heard a speech last night by the President to urge the same move. 
Before the law was enacted in 1950, I wrote Congressman Mills who 
was on the Ways and Means Committee, and who had sent out a ques- 
tionnaire, asking our opinion about such a law, that in our opinion 
such a law was economically unsound, inequitable and discriminitory 
in its application and diffie ult and costly to administer. I am sure you 
will agree that the experience under this law during the past 214 years 
confirms my opinion. 

I would like to point out to you how this unfair law has affected our 
company. I founded our company back in 1917 using as capital the 
meager savings I had earned as a salesman for General Electric Co. 
Since that time the growth of our company has been steady and sub- 
stantial and has been almost completely financed by earnings plowed 
back into the business. However, continued growth of the company is 
being seriously jeopardized because of the effect of the excess profits 
tax law. 

That ours is clearly a growth company can be very readily shown. 
Generally speaking, the dollar volume of business in the country today 
is about six times what it was in 1932. So mere expansion to keep i in 
line with the expansion of the national economy would indicate that 
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if a company’s sales are six times what they were in 1932 the company 
has just held its own. Penn Controls, Inc., sales, however, have grown 
10 times. Again, present prices are approximately twice as high as In 
1932. Consequently, this would mean that the physical volume of a 
company just holding its own would be about 3 times as large as it was 
20 years ago. In the case of the Penn Co., the physical volume of sales 
has increased approximately 9 times since 1932. The Penn manage 
ment is confident that its growth can be continued providing no outside 
circumstances beyond its control are set up to prevent it. The excess 
profits tax is the most important factor now hindering the growth of 
our company. We are ready and willing to pay our share of whateve1 
taxes the Congress in its good judgment feels is necessary. However, 
we do strongly object to the application of taxes which discriminate 
between competitors and between industries. We have to compete, 
not only with our competitors for sales but we also have to compete 
with other companies and other industries in the labor market and in 
the money market. We are a relatively small company competing 
with some of the largest corporations in the country. We ask from 
Congress only equal tax treatment with other companies. 

The principal reason that the excess-profits tax is inequitable as 
applied to our company is because of the selection of the years 1946 
to 1949 as so-called normal profit years. In 1948 Penn had a loss, 
the second loss year in its history, the other being 1938. We had a 10- 
year depression. The years 1947 and 1949 were low-profit years, the 
only normal year in the 4 years being 1946. You may recall that in 
the fall of 1947 and the year 1948 there was considerable fear all 
over the country of an oil shortage. This seriously curtailed the sale 
of oil-burning equipment. Almost half of Penn’s sales volume at 
that time was in automatic controls for oil-burning units. The result 
was that Penn’s sales volume was very substantially reduced. Penn’s 
principal competitors were not affected to the same extent since these 
companies made both oil and gas heating controls and since they made 
these gas controls, they were able to maintain a volume, and gas 
controls were not affected by this particular condition. While there 
are certain relief provisions in the excess-profits tax law none of these 
provisions afforded relief to us in this particular situation. Accord- 
ingly, the excess-profits tax credit of the company is based on earnings 
much lower than its average earnings rate. The impact of this tax on 
our company compared with its effect on our competitors is clearly 
seen from the following: 

Our largest competitor, whose sales volume in 1952 was about 20 
times as large as ours, reported excess-profits tax of 5 percent of 
its net income before taxes for that year. Our No. 2 competitor 
reported 3.7 percent while the Penn Co. reported 18 percent of its 
net income before taxes as excess-profits taxes. This was at the rate 
of 31% times the rate of our largest competitor and about five times 
the rate of our No. 2 competitor. 

It is easy to see that this was because we had a poor base period. 
We lost money in 1948, we made a slight amount in 1949, and 1947 
was just a fair year. I want to interject here that in our estimation 
the whole theory of the excess- profits tax is not possible of application. 
You can’t say what a normal tax is. There is no such a thing as a 
normal tax. You can say an average tax, but that not a normal 





144 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


tax. The theory of the excess-profits tax assumed that we can have 
a normal tax and what you make beyond that is excess. 

Mr. Yares. Particularly today you cannot say today’s taxes are 
normal taxes, can you ? 

Mr. Penn. I should say not. At no time in the history of the coun- 
try can anybody say there was a normal tax. It varies all over the 
map. Our No. 1 competitor showed net income before taxes of 
12.4 percent of its sale volume. Our No. 2 competitor showed 5.8 
percent, while Penn showed 15.1 percent. We believe this is in- 
dicative of the efficiency of our operations. Again please note that 
while we had a higher ratio of net income before taxes to sales than 
either of our competitors after we got through providing for all 
income and excess profits taxes, our ratio to sales was only 4.1 percent 
compared with 5.5 percent of our principal competitor. Again, if 
we compare our income before taxes and after taxes as a ratio to in- 
vested capital, we find our principal competitor showed 30.7 percent 
return before taxes, our No. 2 competitor 21.4 percent, while Penn 
showed a return of 35.25. This would seem to indicate that our oper- 
ations are at least somewhat better than our competition. 

However, after all taxes, our No. 1 competitor showed a return of 
15.5 percent, our No, 2 9.5 5 percent, and Penn 9.5 percent. 

Return on invested capital is surely a good indication of efficiency 
and good management and Penn rates higher than either company 
before the excess- profits tax takes its toll. It seems quite clear that 
this is a tax on efficiency and good management. The results for the 
other two excess profits-tax years 1950 and 1951 show somewhat the 
same pattern. We believe you will agree that the foregoing clearly 
supports our contention that this tax is grossly unfair and inequit: able 
in its application. 

To further show the unfairness of this law I would like to com- 
pare the Penn Co. with a number of other companies in other indus- 
tries reporting excess profits taxes. The Wall Street Journal in its 
issue of March 6, 1953 published a list of 29 companies showing their 
net income per share and their excess profits tax per share for the 
year 1952. From this list we have computed the percent of excess 
profits tax on those companies. This shows a range from a low of 2.9 
percent to a high of 38.8 percent, with the average being about 23 
percent, whereas Penn rate was 42 percent or almost twice as high as 
the average of the companies listed. Again showing the gross un- 
fairness of the tax. Bear in mind also, that these are companies who 
are actually paying the excess profits tax; however, many, many 
companies are not even subject to the tax. 

That is because they have a sufficient base period and they don’t 
have to pay it. 

The effect of this unfair tax on the plans of our company has been 
significant in several different ways. In 1951 the management con- 
templated broadening our financial base by issuing common stock to 
the public. This plan was abandoned due primarily to the effect of 
the excess-profits tax on our earnings. Because of the growth of our 
company and of our industry it is necessary for us to continually 
obtain additional capital to put back into the business. In the past 
this has been primarily in the form of retained earnings. However, 
in 1952 it was necessary for us to go further into debt with an insur- 
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ance company and also to cut our dividend to our common stockhold- 
ers in half in order to provide funds for reinvestment. A part of this 
money we put into our company in Canada and the reason for this 
was not only because of the fact that the tax climate in Canada, as we 
know, is so much more favorable than the United States. 

I mentioned the fact that the largest portion of our sales volume was 
for controls for the oil heating industry. However, in 1948 the man- 
agement decided that it was necessary for us to get into the gas heat- 
ing control field to a much greater extent. However, because of the 
substantial investment required in equipment to manufacture these 
controls our entry into this field has been delayed because we had to 
be extremely careful in the use of the funds we had available. Our 
plans are to spend about $375,000 this year in new equipment. How- 
ever, to what extent this $375,000 can be spent will depend largely on 
whether or not the exc ess-profits tax is allowed to expire on June 30. 
The expiration of this law will help us materially to increase our 
manufacturing space and facilities so badly needed to continue grow- 
ing. Obviously, this would permit us to increase our employment 
force. 

I am sure you will agree that an intelligent national tax policy 
should be designed to encourage such an objective. Our management 
also feels that it is necess: ary for us to increase our dividend so that we 
will be in a position to attract investment capital to take care of the 
future growth of this company. 

Gentlemen, we feel that our case is typical of many thousands of 
cases throughout the country where companies are being discriminated 
against through this grossly unfair tax and are therefore unable to ob- 
tain funds for expansion of their business. 

We urge you very strongly to allow the present excess-profits tax 
to expire next month. It appears to me, and I am sure you gentlemen 
will agree, that our present national expenditures can be reduced by 
several billions of dollars annually. However, if in your judgment 
it is necessary to increase the revenue from corporate income taxes, 
we respectfully suggest that the corporate income-tax rate applicable 
to all corporations be increased which will at least allow competition 
to continue on a nondiscriminatory basis. 

Mr. Serty-Brown. Thank you very much. There are several ques- 
tions I would like to ask, particularly in view of the statement that 
you have made in the last paragraph of your prepared statement. 

Do I understand you correctly or did you feel that the corporate 
income tax rate should be increased rather than allow the excess 
profits tax to continue ? 

Mr. Penn. It would be much more fair. 

Mr. Srrety-Brown. Do you have any specific recommendations as 
to how the base period might be changed for the excess- profits tax? 

Mr. Pexn. I think it is impossible to contemplate, entirely impos- 
sible, because your profit, as I said a minute ago, normal profits cannot 
be defined. What would be a normal profit? I I show in our own 
4-year period we made a profit in 1946, a normal profit; we lost money 
in 1948, we made a slight amount in 1949. So by no stretch of the 
imagination can anybody in my estimation define a normal profit. 
You can average a profit, but that is another thing. You cannot 
have an excess unless you have a normal. 
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Mr. Sre.ty-Brown. Have you analyzed how increasing the corpo 
rate rates by five points would affect your tax structure as compared 
with the present excess-profits tax the at you are paying? 

Mr. Penn. Have we done what ? 

Mr. Srety-Brown. Have you figured out what an increase in cor- 
porate taxes would do to your business, as compared to the present 
excess-profits taxes you are now paying? 

Mr. Penn. Our comptroller is here, and I am sure he will answer 
that, if you pe rmit him. 

Mr. See.y-Brown. Certainly. 

Mr. J. M. Rem (secretary and controller, Penn Controls, Inc., 
Goshen, Ind.). I don’t know what the final computation would be, 
but obviously it would help our company if 5-percent or 6-percent 
increase in the present tax rate was made and the present excess- 
profits tax allowed to expire. We paid $216,000 in 1952 in excess- 
profits tax. An increase of 5 percent on the corporate tax would be, 
presumably, about 214-percent taxes, compared to the 18 percent we 
are now paying. So obviously there would be a substantial saving 
to our company. 

Mr. Sre.y-Brown. As I understand it, we will have to increase, or 
it has been suggested that an increase of 6 percent on the corporate 
tax would provide approximately the same amount of money to the 
Federal Treasury which now comes from the excess-profits tax. 

Mr. Reep. I have read that statement in the paper. 

Mr. Seety-Brown. And so you applied that 6 percent figure to your 
own tax? 

Mr. Reep. We are in the highest bracket, so roughly I would say if 
we take 6 percent of our 52 percent base rate it would be a little better 
than 3 or 31% » percent of ihe net income before taxes. 

Mr. Hosmer. That is taking into consideration the 6 months’ period, 
is that right ? 

Mr. Rep. No; the rate for the entire year. We are paying 18 
percent now in n excess+profits tax. But if we tax a 6 percent increase 
on the present 52 percent rate, it would be approximately 3 or 314 
percent additional taxes we would pay on the corporate rate, but we 
would save that 1414 percent on the excess-profits tax rate. So there 
would be a substantial saving to us. 

Mr. Surenan. Mr. Penn, you mentioned in your statement that you 
were putting in some money into a Canadian plant because of the 
favorable tax climate. Do you or your associates know what that tax 
climate is? 

Mr. Penn. Will you state that again? 

Mr. Sneenan. In your statement you stated you were putting 
money into a Canadian plant because of the favorable tax climate. 

Mr, Penn. I will call on Mr. Reed. 

Mr. Rexep. There has been a recent reduction in Canadian tax rates 
which I am sure we are all familiar with. I am not sure what the 
extent of that reduction is. There is a provincial tax, I believe, of 
about 7 percent in the Province of Ontario, which is added to approxi- 
mately 45 percent of the Canadian tax, which means about 52 percent 
tax rate. The first brackets are different than ours. I think the tax 
on the first’$10,000 in Canada is at a rate of about 15 percent. I am 
not too sure of those rates. 
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Mr. SHEEHAN. How is it graduated beyond that? Mr. Yates was 
interested in that particular tax. 

Mr. Rezp. I believe the first $10,000 was at 18 percent, and the bal- 
ance over that, the Dominion tax, was I believe 35 percent. 

Mr. Yares. That is a sharp jump. 

Mr. Reep. It was quite substantial. But I believe in the new struc- 
ture they are adjusting it from ten to twenty thousand, and over the 
$20,000 there is a different rate. But on the overall rate of Dominion 
and provincial, the provincial tax is based on the same net income 
before taxes as the Dominion tax. The overall rate was 52 percent. 

I might suggest, too, that from an administration standpoint, as I 
underst: und it the province of Ontario actually accepts a report sub- 
mitted with the tax return to the Dominion. The Province of Ontario 
has no administrative cost of collecting its tax. I realize it would be 
rather difficult for us to apply such a procedure with respect to so 
many States, so many different tax laws, but certainly there is some 
merit to the basis by which Canada is reducing the cost of adminis- 
tration of the tax law. 

Mr. SHeenan. Do they have excess profits tax in Canada? 

Mr. Reep. Not excess. There isa surtax, and it is based on a gradu- 
ation between this $10,000, if that is the figure, and the excess over that. 

Mr. Srety-Brown. How does the size of your Canadian plant com- 
pare with the size of your American plant ? 

Mr. Reep. It is quite small. We organized the Canadian plant in 
1946. Its sales now are about 7 percent of our American plant. 

Mr. See_y-Brown. Are you planning to expand the Canadian 
plant? 

Mr. Reep. Yes, sir; we are. We were assembling in Canada, up 
until just last year, the units from parts shipped up from America. 
We hope when we put our money in Canada, to build a plant that will 
permit us to fabricate up there. That will take some time, a long 
time, before we have the money and equipment necessary for the tools 
and dies and equipment necessary to fabricate. Our aim was, of 
course, to put fabrication in Canada. 

Mr. Srety-Brown. Do you anticipate that the product that you 
manufacture in Canada will be sold only in Canada or will be sold in 
this country as well? 

Mr. Reep. It won’t be sold in this country. It will be exported to 
Europe and South American countries from Canada, particularly 
Europe. 

Mr. Srety-Brown. Is it to your advantage to export from Canada 
rather than from this country ¢ 

Mr. Reep. We feel it has advantages, yes, sir, particularly in the 
sterling bloc area, the preferences that Canada and Britain have. 

Mr. SHEEHAN. Mr. Penn, in your statement you said that you were 
planning to spend $375,000 this year in equipment, and you hedge that 
by saying whether or not you will largely depend upon the extent 
of the excess profits tax. You heard the President’s statment last 
night asking for an extension. Will that make up your mind about 
what you are going to do about spending this money ? 

Mr. Penn. I am more firm than ever that we should eliminate this 
tax, not for our company only, but for everybody in our position. 
As I said in the statement, there must’ be thousands of companies in 
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the same position, a poor earning base, and therefore saddled with an 
unearthly excess profits tax. I think the gentleman just ahead of me 
here emphasized that point, as much as I could hear of it. 

Mr. Seety-Brown. Mr. Hosmer? 

Mr. Hosmer. In connection with the questions relating to changing 
the base, I think it was a rather complicated bit of accounting to get 
a base in the first place. I am wondering whether, for the purpose 
of 6 months extension, it would be wise to attempt to change the base 
and go through all that business again. 

Mr. Reep. I would like to comment on that, sir. It seems to me 
that an extension that requires the reenactment of the law, and if 
Congress has to take the trouble to rewrite a new base period—which is 
a rather complicated law, and as I understand it there are many 
members of the present administration, and many Members of Con- 
gress, including Senator Taft, who agree that the base law is eco- 
nomically unsound—if Congress has to take the time to reenact a 
rather complicated law, it would seem to me that the Members of 
Congress and the President’s administration should be satisfied with 
an increase in taxes which could be done much more simply than 
enacting another complicated excess profits tax law. 

Mr. Hosmer. My question was directed to something a little differ- 
ent. All that Congress would have to do would be to change the ex- 
piration date, which is a very small amount of writing on a bill. My 
question is directed to your business. It is my underst: anding that 
people will be talking with Internal Revenue for a number of years 
hence about what their base is. I would think, if they changed it now 
just for this last 6-month period, it might result in so many complica- 
tions, accountingwise and otherwise, to your business that it might be 
well to keep the same base now for this tail-end period. 

Mr. Reep. Lam certain it would. Iam certain it would create many 
problems that would be detrimental to us. In other words, I don’t be- 
lieve the benefits attained would justify the problems involved in ar- 
riving at a new base period. 

Mr. Hosmer. That is all. 

Mr. Penn. The extension of this law would just continue the unfair 
application of a tax to our company and others in similar cireum- 
stances. Therefore, we are strongly against such an unfairness. 

Mr. Yarers. I want to ask another question relating to Canada. 
Does Canada still have any laws pertaining to the blocking of dol- 
lars ¢ 

Mr. Reep. No,sir. They have been removed. They had up until— 
I believe it was 1951. No money relating to merchandise transactions 
could be removed without permission of the foreign exchange control 
board. You could get it out, but you would have to actually take in- 
voices and other supporting data which showed that the excise taxes 
had been paid and that the merchandise had been received in Canada. 

Mr. Yares. Is it intended that your Canadian plant shall sell only 
to Canadian markets, or do you intend to sell the merchandise you 
manufacture in this country as well? 

Mr. Rerp. We don’t intend our Canadian plant to sell in com- 
petition in America here ; no, sir. 

Mr. Yares. It will be other markets than American. 

Mr. Reep. It will be the Canadian markets and foreign markets. 
But we feel that we will take from our present operation here in Amer- 





EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 149 


ica the fabrication and the assembly of parts and place that in Canada, 
which, of course, other things being equal, would reduce the volume 
of business that would be in American here. 

Mr. Seetey-Brown. Thank you very much. 

Mr. Srety-Brown. The next witness is Mr. A. F. Jones, secretary 
and treasurer of the Roanoke Woodworking Corp.. We are very grate- 
ful to you for coming here. You may proceed. 


STATEMENT OF A. F. JONES, SECRETARY AND TREASURER, 
ROANOKE WOODWORKING CORP. 


Mr. Jones. Thank you, Mr. Chairman. 

I am Mr. A. F. Jones, secretary-treasurer and general manager of 
the Roanoke Woodworking Corp. We manufacture furniture novel- 
ties and upholstery furniture frames. We incorporated June 4, 1948. 
The furniture industry, as you know, is a highly competitive industry. 
When we incorporated in 1948, our sales were $144,000, and as of 1952 
they were $548,000. Our income taxes during those years—1950, 1951 
and 1952—has been subject to the tax rate of 82 percent. Our excess- 
profits credit for all years has been $25,000, with the exception of 1952, 
when a special ceiling for new corporations allowed us additional credit 
of $145,000. During all excess-profits tax years both the earnings 
credit and invested credit were applied in the « ‘omputation of this tax, 
but no relief was available to us under these provisions. During 3 of 
our first 5 years of operation, our corporation with small income for 
each of these years has been subject to the maximum Federal tax im- 
posed on any epee, 82 percent of our income. After $25,000 
our tax rate goes from 30 percent to 82 percent. Even without excess- 
profits tax, small growing corporations are burdened with the same 
normal tax and surtax rates as the lar gest corporations. With the first 
dollar of a corporation income in excess of $25,000, the tax rate auto- 
matically jumps from 30 to 52 percent. We believe the corporation 
surtax rates should be scaled in accordance with the income the same 
as in the individual income-tax rates. 

From the expansion, although our corporation has been blessed with 
maximum depreciation rates during the first years of our operation, 
most of our machinery was purchased used. We find the increased 
demand for our product makes it necessary for us to invest in new 
machinery. The difficulty of making outlays and still maintaining a 
sufficient working capital ratio with the present tax rate is a problem 
in itself. This is made more difficult by the present depreciation rate 
of the Bureau of Internal Revenue. We believe that depreciation rates 
should be liberalized. On used machinery you can depreciate it fairly 
fast; but then, as we purchase new machinery, we must take the long 
rate, 10 years, on machinery. 

The present tax structure makes it impossible for any small, e xpand- 
ing corporation to purchase the necessary mac hinery and equipment 
out of reinvested earnings. It is necessary for us to look to outside 
sources for loans or additional issues of « ‘apital stock. Our plans for 
expansion have included the purchase of real estate for a plant site, 
21 acres of land fronting on a railroad that have been purchased in 
the county in 1951 for this purpose. Nothing has been done with this 
property since purchased, and a to our lack of capital we have found 
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it necessary to extend our lease on our present plant instead of build- 
ing the new one. If no relief from today’s tax levy is available, we 
estimate it will be approximately 7 years before we will be able to build 
even a very small plant, and even then the greatest percentage of capita! 
needed will be borrowed. At the present in our plant we operate two 
§-hour shifts, employing 130 men. When we started out, we employed 
50 men. We employ 130 men now, working two 9-hour shifts to main- 
tain production. We will not go out and build with the present tax 
rate like it is. — cost value of machinery and equipment purchased 
from December 31, 1948, to December 31, 1952, has increased $63,000. 
This equipment increase is not adequate to keep pace with the produc- 
tion. This year, from January 1 through May 15, we have found it 
necessary to purchase or have signed purchase contracts for machin- 
ery and equipment in the amount of $19,000 to replace obsolete 
equipment. The bulk of this amount must be financed through local 
banks. 

The accelerated installment payments on corporation income taxes 
have had a marked effect on the working capital of small coropora- 
tions. Our first 2 quarterly payments for this year, 1953, on 1952 
taxes are $4,600 each. We believe the percents ge of tax installments 
should be returned to the old rate of 25 percent per quarter. If the 
proposed percentage for later years is carried out, the 1954 taxable rate 
of 50 percent of the tax rate due in each of the first 2 quarters will be 
unbearable if present conditions continue. It will be necessary for 
us or for most small corporations to finance these tax payments. Up 
to this time we have not had to borrow to pay our income tax. We be- 


eve the special classification of organization expenses as capital ex- 
li tl 1 classification of organization expen a ital ex 


penditures without the benefit of writing them off within a reasonable 
period of years within the corporation are unjust. 

As the dollar amount of such charges is normally small, we do not 

believe the tax loss to the Government would be large. Life insurance 
on corporation officers payable to the business is just as much a normal 
business expense as fire insurance or other types; yet the premiums are 
not deductible as a business expense. We do not believe any witness 
would object to reasonable limitations as to the amounts or types, but 
some part should be permitted as a deductible expense. We believe 
the tax laws should be studied and an attempt made to eliminate 
unjust provisions of the law. The Government could still protect it- 
self by allowing reasonable expenses to be deducted, or it could set 
maximum limits. 

In conclusion, we believe the tax law should be reviewed with an 
eye to the interests of the small corporations of this country. We do 
not believe we should be given special tax privileges. However, there 
are tax loopholes which give some groups many advantages. The dis- 
cussion of this present tax structure on small ‘business is to be found 
in a revised tax law which is fair and equitable to all. 

Mr. Srevy-Brown. Thank you very much, Mr. Jones. I would like 
to ask you this question: 

If you had the choice which would you prefer, increasing the cor- 
porate rates by approximately 6 percent, or extending the present 
excess- ofits tax? 

Mr. Jones. Increasing the present rates. 

Mr. Srrty-Brown. In other words, you would prefer increasing the 
corporate rates by approximately 6 percent and raising the necessary 
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revenue by that means, rather than continuing the excess-profits tax 
in effect for another 6 months’ period or possibly longer ¢ 

Mr. Jonrs. That will be fairer, I am sure. There has been further 
discussion before what the EPT has done to business, and the small 
percentage of businesses that are paying EPT. 

Mr. Seeixy-Brown. You feel in your particular instance that would 
make it possible for you to carry out the plant expansion which you 
have described and which will keep your present staff working and 
also provide employment for addit ional people ¢ 

Mr. Jones. Yes, sir. We have turned down a quarter of a million 
dollars of eee in this year because we didn’t have the facilities 
to take care of it. With the tax structure as it is, there is no incen- 
tive. After $25, 000 our rate goes from 30 to 82, and, plus the State 
and local taxes, there is nothing left. 

Mr. Surenan. No questions. 

Mr. Hosmer. Mr. Jones, I want to ask you if your company has 
ever considered leasing some of its equipment and machinery rather 
than buying it, as a tax-saving device? - 

Mr. Jones. Yes,sir. There isn’t too much of that done in the furni- 
ture industry. The machinery, some of it, is very highly priced and 
there isn’t too much of that. I don’t believe there is leasing. 

Mr. Hosmer. There is not the opportunity to lease 

Mr. Joners. No, sir. 

Mr. Hosmer. But you have considered that as a business problem ¢ 

Mr. Jones. Yes, sir. 

Mr. Yares. One of the witnesses yesterday had the suggestion that 
the excess-profits tax, if it were to be continued, should have many 
more graduated brackets. Would that solve your problem in any 
way ¢ 

Mr. Jones. Yes. We figured every way we could to try to elimi- 
nate it, to get a higher credit. The present $25,000 credit is all there 
is. Naturally, if it were graduated, it woeld help us tremendously, 
and others in the same category as we are. 

Mr. Yates. How long has it been since your business started ? 

Mr. Jones. 1948. In our first year we went from $144,000; 1949, 
$250,000; 1950, $417,000; 1951, $471,000; 1952, $548,000; and this year 
it will be $600,000. We went from 50 employees to 125. Like I say, 
we have turned down opportunities for other business. 

Mr. Yates. What is the nature of your business ? 

Mr. Jones. We manufacture upholstery furniture frames, and also 
furniture novelties—solid walnut, cherry, and pine. 

Mr. Yares. Business is good, except for the taxes? 

Mr. Jones. We have been fortunate. I tried to get the other firm 
to come up here, the Roe Furniture. They are caught like we are. 
They are in worse shape than we are. He started in 1946, and paid 
about $150,000 last year for excess-profits tax. He has been con 
tacting Senator George and those, but the y don’t give him any help. 
He didn’t think it would be worth my time to come up here, unless 
[ could get about a hundred like me to come up here. 

Mr. See.ty-Brown. Thank you very much. 

The next witness is Mr. John W. Douglas, president of the Republic 
Foil & Metal Mills, of Danbury, Conn. 
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STATEMENT OF JOHN W. DOUGLAS, PRESIDENT, REPUBLIC FOIL 
& METAL MILLS, INC., DANBURY, CONN. 


Mr. Dovetas. My name is John W. Douglas. I live in Brookfield 
Center, Conn. I am president of Republic Foil & Metal Mills, Inc., 
producers of aluminum foil, which is used for protective pac kaging, 
electric: al cata s, insulation, and other functional and decorative 
purposes. Our plant and executive offices are in Danbury, Conn. 

I appreciate this opportunity to appear before your committee and 
explain the discriminatory and serious impact of the tax laws on new 
and small corporations. 

(Mr. Douglas’ prepared statement follows :) 


STATEMENT OF JOHN W. DouGLas, PRESIDENT, Repusiic For & Mera Mitts, Inc., 
DANBURY, CONN, 


My name is John W. Douglas. I live in Brookfield Center, Conn. I am presi- 
dent of Republic Foil & Metal Mills, Inc., producers of aluminum foil which is 
used for protective packaging, electrical condensers, insulation, and other func- 
tional and decorative purposes. Our plant and executive offices are at Danbury, 
Conn. 

I appreciate this opportunity to appear before your committee and explain the 
discriminatory and serious impact of the tax laws on new and small corporations. 

In particular, I wish to stress in this statement the crippling effect of the 
excess-profits tax upon small new business enterprises, and to demonstrate the 
urgent need for relief for such enterprises. I will point out the woeful inade- 
quacy of the present provisions of the tax purporting to grant relief, and will 
present certain specific proposals for modification of the law. 

I will very briefly outline the history of Republic Foil to illustrate my points 
and to confirm my statements. 

Our company was incorporated in October 1945, after 9 months of intensive 
study relating to prospective markets, sources of raw materials, engineering 
aspects, and the competitive situation. 

We knew that we would be dependent upon the three producers of primary 
aluminum for our supply of raw material and that these same companies 
accounted for more than 75 percent of the country’s foil production. We also 
knew about the two well-established independent foil companies with whom we 
also would be in compétition. We felt, however, that all things being equal, we 
could compete with them all on a favorable basis and could expend risk capital 
to earn a reasonable profit while giving additional employment and adding 
competition in the aluminum industry. 

Accordingly, we set out to raise capital. At the outset, we thought the job 
could be done for about $750,000. It developed that this was not enough; we 
later found we required about $200,000 more. At the present time we are 
capitalized at a little under $950,000. We need every penny of it. I want to 
emphasize that every penny of it is private capital; private venture capital. 

We raised our initial capital in early 1946. The balance of that year was 
spent in constructing a plant, ordering and installing equipment, making sales 
contacts, and dealing with a great many technical problems. 

In Mareh 1947, we commenced preliminary production in our brandnew 
completely modern foil mill, which cost us $500,000. The balance of the year 
was devoted to ironing out production “bugs” and learning the ropes. Under 
the circumstances, our losses of $145,000 in that year were not out of line. 

In 1948 and 1949, we encountered very serious raw material shortages over 
which we had no control, and which seriously affected our operations. As a 
result, we lost approximately $49,000 in each year. However, we expected our 
share of obstacles at the start, so we continued to exert our fullest efforts toward 
improving our processes and production and kept adding and training employees. 

In spite of our confidence, I need not tell you that losses after three years of 
approximately $243,000—more than one quarter of our capital—represented a 
very serious drain on our resources. 

Our confidence was justified in 1950, when we made $238,000 before Federal 
taxes. 
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In 1951, the company earned $257,000, of which $16,000 was paid into an 
employee profit-sharing retirement plan, and $7,500 was reserved for State taxes, 
leaving approximately $234,000 profit before provision for Federal income and 
excess-profits taxes. 

It should be emphasized that profits in 1950 and 1951 were not due to defense 
work. We are participating in the defense program but our defense orders have 
merely replaced more profitable civilian business. 

Our 1950 and 1951 profits closely compare with the $250,000 goal, which was 
the basis for the risk of the capital funds. They are the reward for careful 
planning, engineering, and organizational skill, technical development, and the 
refusal to surrender to overwhelming odds. 

It is worth noting here that in 1951, 110 employees of the company shared a 
payroll in excess of $500,000. 

What 1952 and later years will bring depends largely upon this company’s 
ability to maintain and improve its position in a highly competitive industry. 

This position depends upon the retention of sufficient earnings to permit ex- 
pansion, and replacement of worn-out equipment, and retention of earnings de- 
pends upon Federal taxes. 

The following tabulation emphasizes the staggering extent to which Federal 
taxes have drained away the earnings on which the very existance and growth 
of this new small corporation depends: 


Net losses, 1947 through 1949______________.____- rat _. $243, 000 
1950 net profit before Federal income taxes_____________~- $238, 000 
1951 net profit before Federal income taxes but after pay- 

ment of $16,000 into an employee profit-sharing retirement 


NN etcetera inne meres tocngetieptninpseibinn aaieto-ind sacs 234, 000 
—— 472,000 
5 year net before Federal income taxes_____~_- ._.. 229,000 
Federal income taxes, including $38,000 in excess-profits taxes for 


Se ee ve Ws es cee UGE Sts 158, 000 


Net income after 5 years operations_____-_ Scciinn’ iu 71, 000 


You will note from this table that $158,000, or 69 percent, of the company’s 
net earnings have been siphoned into Kederal taxes, and of this sum, $38,000 
have been in the form of excess-profits taxes. In the event that the corporation 
makes earnings in 1952 comparable to those of 1951, the percentage of earnings 
going to Federal taxes will be even larger . It is difficult to refrain from calling 
such results virtual confiscation rather than taxation. 

More serious than the immediate effect of this confiscatory taxation will be 
the long-range results upon our economy and upon the future of this and thou- 
sands of other small new enterprises. 

As an example, this company has in preparation a large expansion program. 
However, in the face of the present Federal tax laws, we have shelved the project 
indefinitely since we have been unable to build adequate reserves from earnings 
and there is no no incentive for the investment of additional funds. 

Yet this company competes largely with industrial giants who, by virtue of 
their size and past earning records, can, if need be, finance capital improvements 
by access to the country’s money markets. They have the means to experiment 
and to modernize, and the strength to weather severe economic storms. Further, 
they had an opportunity in the base period to prove their earning power; this 
company had no such opportunity. 

It is submitted that the situation of this company is a striking example of 
inadvertent discrimination by tax law, the excess-profits tax law, against small 
new businesses, and that corrective measures are vitally necessary. The public 
policy of the United States is to foster competition and small business. The 
present excess-profits tax law should be modified to implement rather than 
undermine such policy. 


PROPOSALS FOR AMENDMENT OF PRESENT INADEQUATE RELIEF PROVISIONS APPLYING 
TO NEW CORPORATIONS 


Existing law contains two principal provisions designed to provide a degree 
of relief from the inequities of the excess-profits tax for new corporations. One 
is section 430 (e), added to the Internal Revenue Code by section 501 of the 
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Revenue Act of 1951, which places a progressively higher ceiling upon the excess- 
profits tax liability of new corporations during their first 5 years of existence. 
The other is section 445, which permits certain new corporations to compute 
their excess-profits credit by applying their industry base period rate of return 
to their assets. Granting that some taxpayers deserving relief may be aided 
by these provisions, it still appears that they miss their mark. 

Section 450 (e) places an excess-profits-tax ceiling beginning at 5 percent in 
the first 2 years of a company’s existence, and increasing by three-point stages 
to 14 percent in the fifth year. This is no doubt a salutary provision in some 
cases, but the main difficulty is that the most deserving cases are neglected. 
Thus, a corporation might enter a field in which no extensive development 
period was necessary, in other words, a field in which profit could be earned 
immediately. This corporation would immediately reap the benefit of the sec- 
tion. On the other hand, another corporation—like the instant one—might 
enter a field in which an extended development period is required before profits 
can be enjoyed. Asa result, this corporation which was willing to take the greater 
risks derives the lesser benefits. 

Section 430 (e) should be amended to make it applicable to the first 5 years 
in which the corporation earned more than its eredit. As already pointed out, 
the present provision wrongly places the emphasis. It benefits most of those 
corporations which can envisage a quick profit rather than a difficult period of 
development followed by a steady growth. The real test should be whether the 
corporation has entered into a period of earning excess profits, not merely 
whether it has existed for a particular period of time. 

Section 445 grants new corporations the right to use their industry’s base 
period rate of return. In the case of the instant company, its industry rate of 
return is the average rate earned by the industry designated as “Primary metal 
industries and fabricated metal products,” comprising, of course, a great many 
of the larger and older corporations of the country and representing an aggre- 
gate capital of many billions of dollars. It includes among others all the primary 
producers of aluminum, who not only have the advantages of integration, so 
that this company must compete directly with them, but also are the raw material 
supply for this company. 

It is wholly contrary to fundamental ideas of fairness and equity—and cer- 
tainly unrealistic in a free enterprise economy—that a new corporation, which 
dares to compete, presumably because it is willing to undertake some improve- 
ment of product, or process, or method, should be limited to the rate of return 
which its older competitors have established. And certainly there is no incentive 
to invest new risk capital under such conditions. 

In order to correct present inequities, the law should be amended to provide 
a section whereunder corporations who commenced operations during or after 
the base period, and had no earnings during the base period, could use their 
earning experience after 1949 in computing their excess profits tax credit based 
on income, and, section 445 itself should be amended to provide for such corpo- 
rations, an option of a twenty-percent base on their first $1,000,000 of invested 
capital in establishing an excess profits credit. 

In summation, it is clear that the framing and administration of an excess 
profits tax presents tremendous problems, especially as applied to new enter- 
prises. Probably there is no true solution short of outright repeal but assuming 
the inevitability of its continuation, the excess profits tax must be amended if 
new and small corporations are to become healthy, and stay so. If this segment 
of our economy remains sick, our entire economic structure will be undermined. 

Thank you. 


Mr. Dove.as. First, I would like to say that it was with keen dis- 
appointment that I, and I am sure many thousands of others, heard 
President Eisenhower last night recommend the reenactment of the 
excess-profits tax. I am confident that this statement will illustrate 
how ill-advised he was to recommend that a select segment of corpo- 
‘ate taxpayers should be singled out to bear the burden which should 
be properly distributed fairly and equitably along all corporations, 
large and small alike. 

Before organizing our company in 1945, we conducted a detailed 
survey of the aluminum industry. We knew that we would be depend- 
ent upon the three producers of primary aluminum for our raw ma- 
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terial and that these same companies accounted for more than 75 per- 
cent of the country’s foil production. We also knew about other 
well-established independent competitors. We felt, however, that, all 
things being equal, we could compete on a favorable basis and could 
expend risk capital to earn a reasonable profit while giving additional 
employment and adding competition in the aluminum industry. 

The test of time has proved that our initial judgment was sound. 
We have been able to compete on a favorable basis and to earn a rea- 
sonable return on our investment before taxes. However, taxes have 
deprived us of the major portion of our profits and have placed us 
at an untenable disadvantage within our industry. 

Republic commenced preduction in March 1947, in its newly con- 
structed and equipped foil-rolling mill. Following the usual period 
of adjustment and shakedown, we encountered a grave aluminum 
shortage in 1948 and 1949, which seriously affected our operations. As 
a result, our company lost approximately one-quarter of its capital in 
the initial 3 years of operation. That, incidentally, was approxi- 
mately $250,000. However, we had expected our share of obstacles 
at the start so we exerted our fullest efforts toward improving our 
processes and production, while continuing to look with confidence to- 
ward the future. 

During 1950 the company recovered its accumulated losses and 
during 1951 and 1952, earned normal profits before taxes. However, 
Federal taxes have drained away 65 cents of every dollar and of our 
lifetime net earnings. If the excess-profits tax is extended and our 
business continues at present levels, the best we can expect is the re- 
tention of 32 cents on every dollar earned this year, and even with its 
expiration on June 30 we will retain only 41 percent of our 1953 
earnings. 

To put it another way, reenactment of the excess-profits tax may 
amount to a tax increase of 9 percent for our corporation, while others 
receive no such penalty. 

The effect of this confiscatory taxation has been to stifle our growth. 
Two years ago, we determined to enter into an important expansion 
program based upon potential profits before taxes. Architects and 
engineers were retained and contracts were released for bid. How- 
ever, in the final analysis after figuring our potential earnings after 
taxes, we abandoned the project as an unsound business risk. 

The results have been lost growth, lost competition, lost employ- 
ment, lost income, lost tax revenue, and lost opportunity to strengthen 
the national economy. No gains are recorded. 

For 3 years I have been emphasizing the tax dilemma of small 
business to Congressmen, the Joint Committee on Internal Revenue 
Taxation, the Treasury Department, and private financial experts. 
In 1951 I testified before the Senate Finance Committee and in 1952 
before the Senate Committee on Small Business on the subject of 
taxation. I am able to say that, without exception, every person 
I have contacted has agreed that the excess-profits tax is discrimina- 
tory and bad tax legislation. 

But it is not necessary to take my word for this. Last year former 
Secretary of Commerce Sawyer, stated that— : 

Almost any tax would be better than the excess-profits tax which encourages 
waste and penalizes thrift and courage. 
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In October 1952 former Secretary of Treasury Snyder said of the 
excess-profits tax: 


It is almost impossible to make it suitable to find a proper base period for 


all types of business. I don’t see how you can tax efficiency, ingenuity, and 
good management. 


Last fall, Benjamin Fairless, chairman of United States Steel Co., 


said: 


I submit that the so-called excess profits tax is a destructive tax dishonestly 
named. It is not—as its name implies—a tax upon excess profits, It is an 
excessive tax upon normal profits, on business efficiency, on industrial growth 
and on public service. The old, established businesses which have gained a high 
degree of efficiency through years of experience have a better chance of survival 
under the crushing weight of these taxes, than does a newly formed business. 
For if a new business cannot add the price of the tax to the price of its product 
and still meet the price levels of its competitors, it will soon have no profit left 
fo grow on and it is through. 


This frank statement by the chairman of one of our country’s 
largest corporations is in direct conflict with Senator Taft’s state- 
ment of last Monday, who though terming the tax “vicious in some 
ways” excused it as generally reaching big-business firms most able 
to pay. Certainly someone is confused. 

President Eisenhower, in his state of the Union message of Feb- 
ruary 2, 1953, said : 


We must develop a system of taxation which will impose the least possible 
obstacle to the dynamic growth of the country. This includes particularly real 
opportunity for the growth of smail businesses. Many readjustments in exist- 
ing taxes will be necessary to serve these objectives and also to remove existing 
inequities. 


This is a far cry from his statement of last night, reeommending 
an increase in taxes for thousands of small corporations who can fur- 
nish dynamic growth. In March of this year Under Secretary of the 
Treasury Folsom, in testimony before the House Ways and Means 
(Committee, described the excess profits tax as “a very bad tax.” 

The 1952 annual report of the Senate Select Committee on Small 
Business, released in March 1953, devoted several pages to the effect 
of taxes on small business, and the following extracts are worth 
quoting: 


Up to 70 percent of all earnings can be taxed by the Federal Government, and 
for many firms, of each additional dollar of profit, 82 cents goes to the Federal 
Government. Many witnesses stated that they were unable or unwilling to 
take the necessary business risks to expand their business when over 80 percent 
of their increased earnings were earmarked for the Director of Internal Revenue. 

Testimony on this point was unanimous before your committee and the same 
finding has been reported by every expert, business group, or journalist who has 
studied the tax problems facing small concerns. 

While Congress passes laws and appropriates funds for the strengthening and 
administration of antitrust and antimerger laws, present-day taxes seem to be 
prime motivators in erecting obstacles to healthy competition. The owners of 
small enterprises with uneven earnings records who are paying out a major 
share of their profits in the form of personal or corporate income taxes inevi- 
tably are favorably inclined to accept offers to sell out to their larger competitors 


Finally, I would like to quote an advertisement appearing in the 
Wall Street Journal of March 6, 1953: 
Wanted to buy: Profitmaking corporation, by corporation with $600,000 tax 


loss, Existing management retained. Write full particulars to box A-178, the 
Wall Street Journal. 
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We didn’t write, but maybe we should have. If this wasn’t so tragic 
it would be funny. In the face of such overwhelming evidence, ‘all 
of which is well known to the administration, it is w ith shar p disillu- 
sionment that harassed businessmen everywhere heard the President’s 
proposals last evening. I have every hope that Congress will disre- 
gard politics by refusing any reenactment of excess-profits tax in any 
form after June 30. 

In my opinion, there are still many areas in which savings can be 
made without harming our national security. If after squeezing all 
the water out of appropriations, the budget still remains out of bal 
ance, the most equitable form of corporate taxation would be a tem 
porary rise in normal and surtax rates. I stress the word “tempo- 
rary” since in Government circles there is a great temptation to make 
all taxation permanent, as witness the temporary excess-profits tax 
now 3 years old, and recommended for extension for 6 months with 
possible further reenactment for an additional period based upon the 
conditions at that time. 

Further increases in tax rates, while providing immediate addi- 
tional funds will, in the long run, inevitably result in lower tax reve 
nues through stagnation of industrial expansion. We have already 
passed the point of diminishing returns. 

Finally, I have noted that Chairman Reed of the House Ways and 
Means Committee has announced that public hearings would be started 
by his committee on June 16 to consider various inequities in the Fed- 
eral tax laws. 

I believe that the following points should be among those given 
serious consideration for incorporation in the permanent tax struc- 
_ of the future. 

. Increase of the surtax exemption to $100,000 for all corporations. 
A limited credit against taxable income. for retained earnings 
digeea for expansion of plant and equipment. 

&. Optional depreciation, in place of the straight-line method. 

4. Provision of a limited deduction for dividends paid or credited 
and eventual elimination of double taxation on all dividends. 

These are important considerations for the future, but No. 1 
step must inevitably be the expiration of excess profits tax on June 
30. This is essential, this cannot be equitably denied. 

I thank you. 

Mr. Szevy-Brown. In other words, it is your feeling that it would 
be wiser to increase the corporate rates by approximately 6 percent 
than to extend the excess-profits tax ? 

Mr. Dove.as. In our case, obviously so because we will pay 68 per- 
cent. Even if it was increased 6 percent we would only pay 59 percent 
and that would save us approximately $49,000. However, President 
Eisenhower last night stated that the total amount that they expect 
to raise out of the excess profits tax is $800 million in the next 6 
months, which is not a 6-percent increase in overall corporate taxes. 
I think it is closer to 2 percent. 

Mr. Sre.y-Brown. As I understand it, the excess profits tax pro- 
vides approximately two and a half billion dollars a yeat 

I believe that was the original estimate, but the figure he used last 
night is $800 million for the balance of the year. If you multiplie 
that by two it would only be $1,600 million. 
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Mr. Hosmer. I would like the record to be corrected to the effect that 
the statements by the President last night, both in relation to the 
excess profits tax and to the 5-percent increase in corporation taxes, 
or the extension or drop, are both temporary measures, pending a re- 
vised and consolidated recommendation as respects the entire taxation 
system. Consequently, it is not a permanent policy, as I understand 
his statement, but merely a stop-gap proceedings until such time as a 
complete and thorough job can be done on the entire system of taxa- 
tion in line with the statements you quoted from his February 2 speech. 

Mr. Dovetas. Could I just say one word there ? 

Mr. Srety-Brown. Certainly. 

Mr. Dovetas. I testified in 1951, and I think I contacted all of the 
leading members of the Senate Finance Committee, and most of the 
members of the W ays and Means Committee. They agreed at that 
time that this was a temporary tax that would probably be reviewed 
and changed in 1952. In 1952 the same people said it was an election 
year and they did not dare to change the excess profits tax, it was not 
politically expedient. Now, it is expiring and they say it is a tem- 
porary tax to continue for 6 months more. The President made no 
guaranty that it would not continue into 1954 if the conditions he 
felt were necessary to continue that taxation. 

Mr. Hosmer. However, he did state that he would send to Congress 
in January of 1954 a complete recommendation for revision of that 
tax structure. 

Mr. Douctas. That is correct. But should we have to pay an addi- 
tional new tax so that other corporations will not have to pay an ad- 
ditional new tax? That is exactly what it is. This is a new tax on 
this corporation and others who have to pay the excess profits tax. It 
is a brand new tax. 

Mr. Seety-Brown. Thank you very much. 

The committee will be in recess until 7 o’clock this evening. 

(Whereupon, at 11:07 a. m., the committee was rec essed, to recon- 
vene at 7 p. m., the same day.) 


EVENING SESSION 


Mr. Srety-Brown. The subcommittee will be in order. 

I would like to advise the committee and those witnesses who are 
here that a transcript of these hearings is being forwarded directly to 
the chairman of the Ways and Means Committee, so that his com- 
mittee may have the benefit of the testimony which you have pre- 
sented before this committee. 

I would also like to read for the record and insert in the record at 
this point part of the message which was sent to Capitol Hill by the 
President of the United States regarding certain recommendations 
which he has made for tax legislation by the Congress. I do so be- 
cause of the fact that many of our witnesses have talked about certain 
of the taxes referred to by the President. 

I quote his words: 

Since an immediate tax reduction would be financially unsound, I submit the 
following six recommendations for tax legislation by the Congress. 

(1) The excess-profits tax should be extended as now drawn for 6 months 
beyond its present expiration date of June 30. This action seems necessary in 
spite of the fact that this is an undesirable way of taxing corporate profits. 
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Though the name suggests that only excessive profits are taxed, the tax actually 
penalizes thrift and efficiency and hampers business expansion. Its impact 
is especially hard on successful small businesses which must depend on re- 
tained earnings for growth. These disadvantages of the tax are now widely 
recognized. I would not advocate its extension for more than a matter of months. 
However, under existing circumstances, the extension of the present law is 
preferable to the increased deficit caused by its immediate expiration or to any 
short-term substitute tax. 

The scheduled expiration of the tax in June would be misleading in its con- 
sequences. It would simply mean that the tax would be applied at half the full 
rate, 15 percent, to all this year’s business income. Therefore its bad effects in 
penalizing efliciency and encouraging waste will continue through this year in 
any event. The extension of the tax through December 1953 would maintain the 
full 30-percent rate for the entire year and would produce a gain in revenue 
of $800 million in the fiscal year 1954. 


The other suggestions [ w ill have inserted as part of the record. I 
insert these in the record without any comment. 
(The document is as follows:) 


THE WHITE Hovse, May 20, 1953. 
To the Congress of the United States: 

When this administration took office 4 months ago, it inherited a criticall 
unsound state of financial affairs. The Federal budget was unbalanced by $4 
billion in the fiscal year 1952; the estimates of the outgoing administration 
indicated a further deficit of $5.9 billion in the current fiscal year, and a still 
larger deficit of $9.9 billion in the fiscal year 1954. Moreover, the estimate of 
the former administration left on hand for the end of this fiscal year $81 billion 
of unspent appropriations; in effect about $81 billion of bills which would fall 
due and have to be paid by the new administration. 

In addition, revenues appear to have been overestimated by the former 
administration to the extent of at least $1.5 billion in the fiscal year 1953 and 
about $1.2 billion in the fiscal year 1954. These overestimates will have the 
effect of increasing the deficits already indicated for both of these years. 

In addition to that, the present tax laws contain certain provisions which will 
soon begin sharply to reduce Government revenues. These tax reductions will 
reduce annual revenues by an estimated $8 billion. Only $2.1 billion of this loss 
falls in the fiscal year 1954. But the full effect falls in 1955—the latter being 
the first year for which the budget will be prepared by the incoming administra- 
tion. The fact is that in 1954 and 1955 we reach the peak of expenditures 
caused by earlier appropriations and programed and contracted for expenditure 
at the same time Government revenues are sharply reduced. These simple facts 
highlight the problems we have faced in trying to bring prudence and foresight 
into our budgetary planning. 

Despite these problems, we have made real progress in attempting to straighten 
out our financial affairs. Our first effort was a prompt review of the outgoing 
administration’s budget recommendations for the fiscal year 1954. We have 
thus far succeeded in reducing those recommended requests for new appropria 
tions by about $8144 billion, an amount equivalent to over $50 for each man, 
woman, and child in the Nation. 

Expenditures in the fiscal year 1954 cannot immediatel e reduced by the 
full amount of this $814 billion, because a large part of the 1954 expenditures 
will be for the payment of obligations incurred by the Government in previous 
years. However, the reductions made in requested appropriations will even- 
tually lead to a saving of the full amount. Some of this saving will be reflected 
in lower expenditures in 1955 and later years, as well as in 1954 

Expenditures by the previous administration in 1954 were estimated at $78.6 
billion. They now are estimated at $74.1 billion, $4.5 billion less than had been 
planned. We intend to continue our efforts to reduce Government spending and 
to put the Nation’s financial affairs on a sound basis. These objectives will 
be pursued in our everyday operations and will chart our course in every budget 
this administration transmits to the Congress. 

Almost 73 percent of our spending in 1954 will be for national security pur- 
poses, mostly for our own military services, international programs, and atomic 
energy. Another 15 percent will be for interest and veterans’ programs, largely 
fixed costs brought about by past wars. The remaining 12 percent has already 
been substantially trimmed, and further reductions are under study. 
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To reduce expenditures enough to balance the 1954 budget would require more 
drastic curtailment of our national security programs than we can safely afford 
in today's troubled world. These programs will be continually reviewed in light 
of the world situation, our international commitments, and the need for economy 
and prudence in all Government operations. Substantial reductions have been 
made already. We are working hard to increase them within the framework of 
the administration program. 

Against the foregoing revised expenditure estimate of $74.1 billion, net reve- 
nues for the next fiscal year are now estimated at $67.5 billion, if all of the reduc- 
tions in taxes authorized under present laws take place. This would leave a 
deficit of $6.6 billion. 

Receipts for the current fiscal year ending on June 30 will be at an all-time 
high level. Nevertheless, they will probably fall short of the estimate made in 
the January budget message of the prior administration by $1.5 billion, perhaps 
even more. With the large collections at the end of June, a margin of error 
of several hundred million dollars must be allowed for even at this late date, 
but is is clear now that the earlier estimate was too high. 

In view of recent experience with collections, the estimate of receipts for the 
next fiscal year, made early last January by the past administration, is now 
revised downward by $1.2 billion. The new estimate is made on the assumption 
that employment and business will continue at a high level, but in the interest 
of prudence some relaxation of the extremely high rates of activity now exist- 
ing is allowed for. 

Because of the reduced estimates of receipts, the deficit for the next fiscal year, 
which the past administration projected at $9.9 billion, would rise to $11.1 
billion if expenditures were not curtailed. With the economies in expenditures 
which I have recommended, the projected deficit would be brought down to $6.6 
billion in the conventional or administrative budget. The deficit on a cash basis, 
that is, after adjusting for the retirement reserves and other special accounts, 
would then be $3.3 billion. 

The above estimates are based on the assumption that the reductions in 
tax rates will take effect as now scheduled under the law. Those reductions 
would involve a loss in revenue of $2.1 billion in the fiscal year 1954, as follows: 


Estimated revenue loss from scheduled tax reductions 


{In billions of dollars] 





Effective date ewng Full year 

or reduction 1954 1 loss ! 

—_— — ee. ee — - —_ ee SS —— _ | eee |< — 
Corporation excess-profits tax July 1, 1943 | $0.8 $2 
Corporation income tax Apr. 1, 1954 2 
Individual income tax Jan. 1,1954 1.1 3 
Excise taxes Apr. 1,1954 .2 1 
TOME. cdeuik din bMisELL .bhiddn Hiden ablddbdee 2.1 8 


! The discrepancies between the immediate fiscal-year and eventual full-year effects are explained by the 
date of the scheduled reductions and by lags in collections 


If no reductions were made in present tax rates, estimated receipts would 
be $69.6 billion in the next fiscal year, which would exceed those of the current 
year by $2.4 billion. Bven if the scheduled reductions in tax rates go into effect, 
total receipts are estimated to reach an alltime high, exceeding those of the 
current year by $300 million. 

Nevertheless, tax receipts will apparently fall considerably short of our 
necessary expenditures during the next fiscal year. In view of this fact I have 
come to the conclusion that no reductions in tax rates should become effective 
during this calendar year. I regret this conclusion because I share the wide- 
spread feeling that our taxes are generally too high and that some of our tax 
laws are inherently defective. But facts are facts and I propose that we face 
them. It seems to me that under the conditions stated here and regardless of 
the origination of the tax reductions now written in the law, no administration 
could acquiesce in their taking place as scheduled unless it was willing to take 
vigorous action to reduce expenditures sufficiently to bring outlays within avail- 
able revenues. 
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The problem of fiscal.readjustment is one of timing. Under present conditions 
of high business activity, coupled with a budget deficit, a tax reduction would 
not be consistent with attaining the vital financial objective of a sound dollar. 
I want to see a tax reduction carried out; I want it very much. But I want 
even more to stop the deterioration of the currency which has been going On for 
sO Many years under the unsound fiscal and monetary policies of the past 
administration. 

As a matter of basic long-term policy, we must look forward to reducing tax 
revenues as Government expenditures are curtailed. But it is also wise under 
existing conditions not to reduce receipts any faster than we can cut back on 
expenditures. 

Since an immediate tax reduction would be financially unsound, I submit the 
following six recommendations for tax legislation by the Congress: 

(1) The excess-profits tax should be extended as now drawn for 6 months 
beyond its present expiration date of June 30. This action seems necessary in 
spite of the fact that this is an undesirable way of taxing corporate profits. 

Though the name suggests that only excessive profits are taxed, the tax 
actually penalizes thrift and efficiency and hampers business expansion. Its 
impact is especially hard on successful small businesses which must depend on 
retained earnings for growth. These disadvantages of the tax are now widely 
recognized. I would not advocate its extension for more than a matter of 
months. However, under existing circumstances the extension of the present 
law is preferable to the increased deficit caused by its immediate expiration or 
to any short-term substitute tax. 

The scheduled expiration of the tax in June would be misleading in its conse- 
quences. It would simply mean that the tax would be applied at half the full 
rate, 15 percent, to all of this year’s business income. Therefore its bad effects 
in penalizing efficiency and encouraging waste will continue through this year 
in any event. The extension of the tax through December 1953 would main- 
tain the full 30-percent rate for the entire year and would produce a gain in 
revenue of $800 million in the fiseal year 1954. 

(2) The reduction in the regular corporate-tax rate from 52 percent to 47 
percent, now scheduled to go into effect on April 1, 1954, should be rescinded. 
A continuation of these extra 5 percentage points on the corporate tax will bring 
in about $2 billion a year, about the same amount as will be lost annually by 
the expiration of the excess-profits tax at the end of this calendar year. 

Though a 52-percent corporate-tax rate is too high for the long run, the budget 
will not now permit a reduction in both individual and regular corporate-tax 
rates. A reduction in individual taxes must come first, for the benefit of the 
entire economy. 

(3) The increase in the old-age insurance tax from 1% to 2 percent on both 
employees and employers, now scheduled to go into effect next January 1, should 
be postponed until January 1, 1955. 

The old-age and survivors trust fund has now reached almost $18 billion. 
Receipts at present tax rates are currently well in excess of expenditures. The 
further addition to the fund which would flow from the projected tax increase 
is not required. 

From now on, the old-age tax and trust accounts, while maintaining the con- 
tributory principle, should be handled more nearly on a pay-as-you-go basis. 

The postponement of the tax increase will reduce the impending tax burden 
on every covered employee and employer. It will not influence the adminis- 
trative budget, but it will involve an increase in the cash deficit. 

(4) The wide variety of existing excise rates makes little economic sense 
and leads to improper discrimination between industries and among consumers. 
Specific proposals for a modified system of excise taxation will be included in the 
recommendations for tax revisions that will be submitted to the Congress next 
January. 

The reductions in excise taxes, which would take place next April 1 under 
present law, should be rescinded pending the development of a better system 
of excise taxation. 

(5) I believe that a reduction in personal-income taxes can and should be 
made effective next January 1. This reduction will amount to about 10 percent 
on the lower and middle incomes, graduating down to between 1 and 2 percent 
on the highest brackets. While this reduction is in accordance with existing 
law, it would have been impossible to accomplish on the basis of the previous 
administration’s budget without additional deficit financing with its resultant in- 
flationary pressures. A reduction will be justified next January only because 
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of reductions in proposed expenditures which the present administration has 
already been able to make and because of additional economies we expect to 
achieve in the future. 

While this administration will spare no effort to effect further economies, 
large-scale success in that effort will depend on some easing of the tension that 
besets the world today. Should this improvement fail to come about and thereby 
prevent significant further economies, I shall find it necessary to make recom- 
mendations for alternative sources of revenue. However, if we are able to fol- 
low without interruption the course we have marked out, a balanced budget 
will be in sight and the much-needed tax relief will be a sound financial measure. 

(6) As you know, the Ways and Means Committee of the House of Representa- 
tives is currently engaged in a comprehensive reexamination of the existing 
tax structure. To help achieve this objective, I have asked the Secretary of the 
Treasury to present by the end of the year recommendations to remove existing 
inequities of our tax structure, simplify the needless complications which have 
developed over the years in tax laws, and generally secure a better balance of tax 
revenues. The analysis in the Treasury is being made in close cooperation with 
the appropriate committees of the Congress and their staffs. 

The Treasury must be assured of adequate revenues to finance necessary 
expenditures for national security and other essential purposes. At the same 
time, we must develop a system of taxation which, to the greatest extent 
possible, will not discourage work, savilags, and investment but will permit and 
encourage initiative and the sound growth of our free economy. 

A recapitulation of the budget position for the next fiscal year is given below, 
showing the effects of the revisions and recommendations which I have made in 
this message: 

Budget outlook, fiscal year 1954 


{In billions of dollars] 


| — 
Deficit ad- 


Budget ex- Budget re- | ministers. | Deficit 
penditures| ceipts | —— | cash 
| | tive 
January budget, past administration ad 78.6 68.7 9.9) 6.6 
Revisions in estimates —4.5 1.2 3.3 —3.3 
Revised budget, with scheduled tax reductions 74.1 67.5 6.6 3.3 
Effect of recommended changes in taxes from rates now 
scheduled to become effective . . oo +-1.0 1.0 i. § 
Revised budget semaine 74.1 68.5 5.6 2.8 


1 Difference between effects on administrative and cash budgets is explained by a reduction of $500 mil- 
lion in old-age insurance-tax receipts. 


The administration has begun the heavy task of putting the Federal Govern- 
ment’s fiscal house in order. It is moving vigorously to reduce expenditures with 
due regard for the needs of national security. I am making the above tax recom- 
mendations in the conviction that they are prudent and sound. I commend them 
to the earnest attention of the Congress. 

Dwicnt D. EISENHOWER. 

Mr. Seety-Brown. The first witness tonight is Mr. George S. Eaton, 
executive secretary of the National Tool & Die Manufacturers 
Association. 


STATEMENT OF GEORGE S. EATON, EXECUTIVE SECRETARY, 
NATIONAL TOOL & DIE MANUFACTURERS ASSOCIATION, CLEVE- 
LAND, OHIO 


Mr. Eaton. Mr. Chairman and members of the committee, I am 
sure the other witnesses would want to join me in expressing our 
real appreciation of the interest you men are showing in coming out 
this evening and giving up at least part of your evening. I thank you. 
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shops. 


Mr. Yates. Thank you for saying it. 

Mr. Eaton. My name is George S. Eaton. 
of the National Tool & Die Manufacturers Associ: ution, with head- 
quarters at 907 Public Square Building, C leveland, Ohio. 

Since the financial problems of the contract s! 1ops that make up the 


special-tool and die industry, which our association represents, 1 
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I am executive secretary 


result 


in part from the industry’s "characteristics, a few words about this 
industry will be in order. 
Special-tool, die, and machine manufacturers are small-business 


men, with employment ranging from 1 to 350. 


shops employs 30 to 40. 


there were 


The Bureau of the Census in 
about 1,500 of these contract shops besides an indefinite 


A typical tool-and-die 
1947 found 


number so small they were not required to segregate their shipments 
and were therefore not classified between tool-and-die 
shops and machine-tool accessory manufacturers. 
membership is 750, consisting mostly of the larger shops. 

Special tool-and-die manufacturers do not have production runs. 
They make to order specially designed tools, dies, jigs, fixtures, gages, 


by product 


The association’s 


z 


molds, and special-purpose machines, to use in manufacturing one 


particular part of a metal or plastic product. 
one of a kind ordered. 


Usually there is only 
Many of these shops also do precision machin- 


ing on short runs of aircraft parts and other defense products. 
Mechanics of the highest skill, working with a variety of precision 
machines, make this special tooling without which mass production 


would be impossible. 


Many of 


Often their work must be ace yg to one ten- 
thousandth of an inch—one-thirtieth the thickness of 

These shops are owner operated, 
maker and diemaker 
for themselves. 


a human hair. 

usually by men who began as tool- 
apprentices and eventually went into business 
f them gradually expanded their shops by 


plowing back retained earnings—usually the only important source 


of capital. 


Approximately half of the association’s members are corporations 
and half either partnerships or sole proprietorships. 


The high income- 


have left so little in earnings that these tool, die, 


are having great difficulty in finding the money to pay for 


and excess-profits-tax rates, and renegotiation, 


and machine shops 


the new 


equipment they need to work with the higher precision require today 
defense and civilian products, or to 


on much of the tooling for both 
replace machine tools no longer accurate enough or 
for this very exacting work. 


efficient enough 


Since the war-production potential of this country can be no greater 
as rapidly as needed, it is 


than its ability to provide special tooling 
decidedly in the public interest that the contract tool and die industry 
be further developed and maintained in a 
condition. 

This requires the lightening of the present taxload. 
profits tax should be allowed to expire on June 30 of this year. 
is extended, the exemption should be raised to $100,000 and an addi- 
tional alternative added for establishing the excess-profits-tax base— 
15-percent profits, before taxes, on gross sales during the taxable year. 


strong, 


healthy 


financial 


The excess- 


If it 


Contrary to the situation in industry generally during the 1945-49 


base period, those years included 2 poor years for most tool-and-die 
And since the invested capital of these manufacturers is 
comparatively low—their ingenuity, experience, and know-how con- 
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stitute much of their resources—the alternative of a return on capital 
investment is not helpful in most cases. 

Likewise, the exemption from the corporate-income surtax should 
be raised to $100,000. 

If a balanced budget requires another tax to replace income lost by 
the expiration of the excess-profits tax, consideration should be given 
to a special defense corporate tax, to expire in 1954 unless extended. 
This would spread the load over corporations generally, instead of 
burdening the small, growing companies with an undue share, as at 
present. 

In case the budget situation will permit, the tax reduction in per- 
sonal-income-tax rates specified in H. R. 1 should be put into effect 
as of July 1, 1953. 

I realize that suggestion is entirely out of date. 

Section 102 of the code will always stand as a threat to the closely 
held corporations in the tool-and-die industry until the burden of 
proof is shifted to the Bureau of Internal Revenue and the penalty 
tax—if levied—is based only on the amount determined to be improp- 
erly retained and not on total profits. Whenever a major tax revision 
is undertaken, this situation should be remedied. 

The Bureau’s policy on depreciation should be liberalized by allow- 
ing the manufacturer much greater freedom in establishing deprecia- 
tion rates that will provide an incentive for keeping his equipment 
modern and will allow its writeoff in a relatively short time if he so 
desires. A tool-and-die business has such extreme ups and downs that 
the owner hesitates to make major purchases of machine tools that 
cannot be largely depreciated during an anticipated period of good 
business. The taxpayer should be allowed to limit depreciation 
chargeoffs to profit years, and to take high allowances when more 
than 40-hour weeks are worked. 

A quick survey made a few months ago among members of the 
NTDMA disclosed strong feeling against some of the practices of the 
Bureau of Internal Revenue. 

Most in disfavor was the common practice of its representatives 
virtually to compel a taxpayer to consent to an extension of time until 
an audit can be completed when it has not been finished within the 
time allowable under the statute of limitations. 

The apparent policy of rating an agent’s efficiency by the amount 
of additional taxes he can browbeat out of the taxpayer, regardless of 
justice, also has come in for sharp criticism. 

These small-business men usually are not inclined or prepared to 
fight for their rights in the courts because of the expense and time of 
the principals that would be involved. 

Fortunately there are indications that the present administration 
realizes some of the inequities of Bureau practices and is trying to 
remedy them. But so long as these matters are left to administrative 
discretion, they will always remain a threat. 

One very popular suggestion aimed at making the Bureau more care- 
ful was that it be required to pay the taxpayer’s cost of litigation 
when a tax case is decided in favor of the defendant, or that some other 
effective plan be adopted to lessen unjust and arbitrary assessments 
by revenue agents. 

For major expansions, retained earnings cannot be depended upon 
even if the recommended tax relief is granted. Some dependable 
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source of long-term money should be made available. But this should 
not be equity capital involving part ownership in the business as 
these small-business men do not want the Government or a banker 
as a partner, and would be handicapped in their operations by such 
division of ownership. They realize there must be security for loans, 
but believe that the requirements should have flexibility, with perhaps 
an insurance feature of some sort to spread the risk. 

With our country dependent for war production upon the strength 
of small businesses that constitute the special tool, die, and mac hine 
industry, and our system of free enterprise based on the ability of 
able men to start with little and through hard work and good judg- 
ment to expand through retained earnings, relief from oppressive 
taxes is obviously essent ial. 

The continuous increase in the labor force makes necessary con 
stantly expanding employment opportunities, which require a grow- 
ing industrial development. 

Those i in the special tool and die industry want to participate di 
rectly in this growth; more important still, they want to be prepared 
to meet the bigger demand for special tooling which enlarged metal 
and plastic-working industries will throw upon them. This means 
they must be able to retain enough earnings to enable them to grow. 

Thank you. 

Mr. Sre.y-Brown. Mr. Eaton, would you please explain for the 
committee the meaning of the term “contract shops’’¢ 

Mr. Eaton. They are shops that take orders for tooling from the 
big manufacturing plants who are not able to make the tooling i in time 
themselves. Many of the large manufacturing plants, of course, main 
tain their own toolrooms to make tools and dies. In a good many 
cases they limit their work to maintenance and repair. In other cases 
they make many of their own tools. But when they are bringing 
out new models, they are of course ¥ very anxious to get in production 
as soon as possible. They are held up in their sales plans until they 
can. They turn to these contract shops or job shops to get the tools 
they need in a hurry so they can start production. 

Mr. Srety-Brown. Mr. Eaton, is your industry an industry where 
most of the members or most of the businesses are closely held 
corporations ? 

Mr. Eaton. That is true. 

Mr. Serty-Brown. That is particularly true of your industry. 

Mr. Eaton. I would say more so than probably most small busi 
nesses, although I do not have too much information about others. In 
the tool and die industry, a good mechanic with some business ability 
and some ambition will decide that he can do better for himself by set 
ting up his own business, and he may take in 2 or 3 partners, or he 
may go it alone. His family may have some money or he has saved 
some, and they may start out in a very small way, with 3 or 4 
employees, maybe several brothers or a father and a couple of sons. 
If they are good and can make satisfactory tools and dies and make 
connections with large companies, they gradually grow. Many com 
panies now with 100. or 150 employees started that way 15 or 20 years 
ago. 'Thecontrol remains usually with the men that start the business. 

It is very hard to interest outside capital in coming into the indus- 
try. As I mentioned, it is a feast-or-famine industry. In the past 
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when taxes were much lower they counted on a cycle of maybe 2 or 3 or 
4 good years when they had excellent profits. ‘Then they would buy 
new equipment and put some aside for working capital. But the last 
few years that has been practically impossible. As long as the excess- 
profits tax in particular is in effect, it will continue impossible. 

Mr. Srety-Brown. I notice that you stated that high income, ex- 
cessive-profits-tax rates and renegotiation are three factors which you 
fee] have dug too deeply into your earnings. I wonder if you care to 
comment in a little more detail regarding the renegotiation. 

Mr. Earon. Most of the companies of any size are subject to renego- 
tiation because they have been doing very largely defense business. 
We have been working with the Renegotiation Board to try to make 
sure they understand ‘the special conditions in the industry, and the 
reasons why we think the industry should be allowed a relatively large 
percentage of profits, so that they could stay strong and get stronger 
and be prepared in case a war should develop. 

Mr. Srety-Brown. Do you feel you have been given fair treatment 
in your renegotiations to date? 

Mr. Earon. It is too early to say, Mr. Congressman, because I have 
only heard of 2 or 3 cases where a final settlement has been reached 
on 1951 profits. Many are in process. Our members report that the 
renegotiators seem very friendly and fair, and we are quite hopeful 
that the spec ial Coptitaci obtaining in the industry will be given full 
consideration. By that I mean the great risk in starting out to build 
something that has never been made before, to build a part perhaps 
that has never been made before. It requires a great deal of ingenuity 
and experience and know-how in order to be successful in this par- 
ticular business. 

Mr. Sre.ty-Brown. Your comments about depreciation interest me 
very much. I cert: ainly am interested in your suggestion that higher 
allowances should be given when more than 40-hour weeks are worked. 
At least on the surface that would to me appear as a good suggestion. 
I would like to know more about it. I wonder if you have any specific 
recommendations regarding the greater freedom is established depre- 
ciation rates? Have you any suggested figures ? 

Mr. Eaton. In testifying on the sub ject 2 or 3 years ago, I did 
include in the statement a suggestion that in the first year at least a 
depreciation of 30 percent be allowed, because we find that is about 
the decrease in value for resale of a machine, once it is put into the 
shop. It immediately, like automobiles and other things, has a high 
depreciation the first year. 

Mr. Srery-Brown. What was your percentage again? 

Mr. Eaton. Thirty. 

Mr. Seery-Brown. Thank you. 

Mr. Eaton. Further, there has been some sentiment in the industry 
that anything over 5 years, that is, 5 years or over, be allowed if the 

manufacturer wants to write off his equipment that rapidly. Some of 
them would not want to, because they expect to be in business and pay- 
ing taxes for years to come. It is a gamble, of course, whether it is 
wise to write off the equipment as rapidly as possible, or whether to 
ae it over 10 or 15 years. But in this industry in particular, there 

a feeling that it is desirable to write off an investment quite rapidly 
deeatib 5 years from now they may be making no profits. 
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Under past Bureau regulations, even if you did not have a profit 
against which to charge depreciation, you had to take it anyhow even 
in loss years. I believe there was some special regulation or ruling an- 
nounced a few months ago that seemed to obviate that. Perhaps if 
that is continued it will do away with that problem that I did mention 
briefly. 

Mr. Srevy-Brown. One last question, sir. I notice on page 4 of 
your testimony you made the statement, “Some dependable source of 
ong-term money should be made available.” 

Are you familiar with the legislative program, or the bill which is 
being presented before the Banking and Currency Committee, the Hill 
bill, regarding the establishment of a Small Defense Plants Admin- 
istration ¢ 

Mr. Eaton. I know in general such a bill has been introduced, and 
that it does provide for the Small Defense Administration to make 
loans. I have no good ideas as to under what basis. I suppose that 
would probably follow as administrative regulations, rather than in 
the bill itself. 

Mr. Srety-Brown. In your statement that some dependable source 
of long-term money be made available, were you referring to some 
source in the Government or — source from private credit or bank 

Mr. Earon. Either way. I did mention that some insurance fea- - 
ture might be desirable, and that would be in case banks organize 
some special lending facilities. 

Mr. Seety-Brown. Do you feel that private institutions have not 
been able to meet the needs of your particular industry in the past ¢ 

Mr. Earon. It was particularly true a little earlier. The com- 
panies have been rather prosperous in the last 2 years, let us say, and 
I do not have too many complaints of inability to get money now. | 
know in a few instances they have obtained RFC loans within the last 
few months. But over the years it has been quite a problem to obtain 
money to buy machines. 

Mr. Seety-Brown. Mr. Sheehan. 

Mr. Surenan. Mr. Eaton, you stated if the excess profits tax is ex- 
tended, the examption should be raised to $100,000. How did you ar- 
rive at that figure ¢ 

Mr. Eaton. That seemed like a good round figure, I think. 

Mr, Surenan. In other words, there was no study on it as such? 

Mr. Earon. Adding a little to that, nowadays machine tools are 
apt to cost from $10,000 to $35,000 aplece, and it re ally takes a good 
deal of money to buy much equipment these days. The $25,000 pre 
sent exemption, of course, is very helpful, but we do feel it should 
be raised and raised materially. 

Mr. SHEEHAN. You also said that as an additional alternative that 
the 15 percent of the profits should be added to the base. Do you 
mean that the 15 percent. of sales. 

Mr. Eaton. There are now two methods of obtaining an excess 
profits tax base, that is, profits which are exempt from the tax. One 
is a percentage on invested ¢ apital, and the other is the average of 3 
years out of 1946-49 

Mr. Surewan. You do not mean an additional 15 percent, but an 
additional alternative. 

Mr. Eaton. That is right. Instead of using one of those two that 
they be allowed to take a percentage of profits on sales. Many of our 
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people have said that unless they can keep 15 percent in reasonably 
good years, they do not feel they can stay in business. 

Mr. Sueenan. You stated the typical number of employees to the 
average shop of your kind is 30 to 40. What would be the gross sales 
of a typical shop ¢ 

Mr. Eaton. They are working long hours now, 50 hours a week, 
and better is very typical. I would think that a 20-man shop prob- 
ably would have $250,000 sales in a year. A 40-man shop half 
million dollars. 

Mr. Sueenan. In other words, the your base would be somewhere 
between $37,500 and $50,000 on the basis of 15 percent. 

Mr. Eaton. That is right. 

Mr. SuHeenan. That is all I have, Mr. Chairman. 

Mr. Seeity-Brown. Mr. Hosmer. 

Mr. Hosmer. Mr. Eaton, have you made any calculations as to 
what the revenue loss to the Government might be in connection with 
these recommendations of yours ¢ 

Mr. Eaton. I have not attempted that, Congressman. 

Mr. Hosmer. Now, you have made this suggestion that if the excess 
profits tax is extended, that these various changes be made in it. 

Mr. Eaton. Yes, sir. 

Mr. Hosmer. Do you think considering the fact that the President 
has made his recommenadtion for the 6-month period only that these 
changes should be made for that period, considering the fact that 
you are going to it for one-half of the year one way and the other 
half year the other way, and you are going to experience the diffi 
culties of establishing the base ? 

Mr. Earon. These shops are going to be willing to do a lot of 
figuring if they can save some taxes. 

Mr. Hosmer. Of course, you pointed out in your statement the sav- 
ings sometimes come an awful lot later because of the delays by the 
Internal Revenue Bureau. Your industry in its experience with the 
Burean of Internal Revenue—this is directed to the procedures of 
the Bureau rather than-the actual tax rates—so I wonder if you feel 
that there are an inadequate number of employees in the Enforce 
ment Divsion of the Bureau to process these matters of your members. 

Mr. Eaton. I have not had any indication of that. It is more a 
matter of the wrong policy directing those employees, and the atti- 
tude of some of the employees, not all of them. 

Mr. Hosmer. Do you think that these audits could be made within 
the statute of limitation period with the personnel they have available 
to do the job? 

Mr. Eaton. That is hard for me to say. I was thinking more of the 
complaints against some of the actions, ‘rather than the matter of not 
completing the audits in time. That has occasioned, I think, the 
strongest criticism. They find that from either lack of help or lack 
of keeping busy they come up to within a couple of eputhe of the 


expiration date and come around and make some impossible demand, 
und say you either give us an extension or you take this and fight it in 
the courts if you want to. 

Mr. Hosmer. This is the first witness we have had in connection 
with the personnel, and I would like to get a couple of more questions 
on the record. 
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Insofar as the personnel that you see, is it the same personnel, or 
are they hiring and firing down there and sending around new people 
who have to start all over again ? 

Mr. Eaton. One guy, of course, is bringing in inexperienced men. 
They have no background of knowledge : and the »y have some regula- 
tions and advice, and they tend to follow it too literally, and do not 
seem willing to exercise their own judgment. Perhaps they cannot 
under their circumstances. It does make it difficult. 

Mr. Hosmer. Could we say, then, at least, that part of the com- 
plaints of your membership stem from the type of personnel and pos- 
sibly the large turnover in the Bureau? 

Mr. Eaton. Yes; but only in part. Some of our people say they 
have had excellent experiences with the men who came in to make the 
audits. 

Mr. Hosmer. You made a suggestion that where the Government 
loses one of these taxpayer suits, ‘that it should bear the cost of the 
litigation. Do you think that the alternative should be true, where the 
Government wins the taxpayer ought to pay? 

Mr, Eaton. When they win they get the taxes, and that ought to 
satisfy them. I realize that is probably a dream, but, as I say, it was 
a Very popular suggestion. 

Mr. Hosmer. I think it would be among the lawyers, too. 

I have just one other line of questioning, and that is in relation to 
a suggestion that was made | V somebody on the west coast. I do not 
know wheher you have heard about it. The suggestion was about 
stockpiling of castings for machine tools for national-defense pur- 
poses. Have you heard that suggestion ? 

Mr. Eaton. It might be possible t o stockpile castings for machine 
tools, I do not know. Our industry, except for spec ial- purpose ma- 
chines, specially designed machines; our members do not make ma- 
chine tools. They make the dies to use on presses and the jigs and 
fixtures to use on machine tools, 

Mr. Hosmer. The follow-up question is that if some kind of 
stockpiling program along those lines was adopted by the Govern- 
ment, would there arise any special tax Pigg tye to the industry? 

Mr. Eaton. I have given it no thought, because stockpiling is ut 
terly impossible on this special tooling. You have got to know the 
design and all its dimensions and all the tolerances before you could 
make the jigs. 

Mr. Hosmer. You could stockpile a general type of material that 
you would use. 

Mr. Eaton. The only thing you could stockpile would be the tool 
steel from which they are made, and you never know what that is going 
to be until the specifications come out. 

Mr. Hosmer. Too much variation in the size of the specifications. 
Thank you. 

Mr. Sreety-Brown. Before Mr. Yates asks his question, is it not 
true, Mr. Eaton, that the litigation expense is deductible ? 

Mr. Eaton. Frankly I do not know. You would. 

Mr. Seety-Brown. I am asking. I believe I am correct. 

Mr. Yarres. For business it is, is it not, counsel ? 

Mr. Queaty. In any question involving i income taxes, the litigation 
expense is deductible, even for personal taxes. 
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Mr. Sre.y-Brown. That is true, then. 

Mr. Queaty. That is true. 

Mr. Seety. Brown. Mr. Yates. 

Mr. Yates. Mr. Eaton, does the base period for the excess-profits 
tax affect your people p: articularly hard ? 

Mr. Eaton. Two of the years were generally poor years in the tool- 
and-die industry. Right after the war there was a big civilian de- 
mand, and when they got pretty well tooled up for the new models of 
everything, the demand for those products was so great that they 
could run along without changing their tooling very much, and it re- 
sulted in 1948 and 1949 being rather bad. 

Mr. Yates. Suppose there was the option given to your company 
to select another 3-year period within a longer period, would that be 
as appropriate for couedanenl of the act as the $100,000 figure that you 
testified to? 

Mr. Eaton. It would undoubtedly be very helpful. As comparing 
one against the other, I have no particular basis for it. 

Mr. Yates. Knowing the Ways and Means Committee as I do, I 
am inclined to doubt that they would accept the $100,000 figure, but 
it seems to me that it would be reasonable to suggest that perhaps 
another base period or option on base periods be given 1 to the comp: nies, 

Mr. Eaton. I would like to think that they would adopt a 10-year 
period, and allow 3 out of it, but that would take it in the war period 
when profits ran very high. That is, if it came up at the present time, 
it would take in 1952 when profits were quite good. 

Mr. Yates. The impression I get from the hearings is that the 
base period now prov 44 .d for in the law has been quite hard on small 
business, particularly those begun by the veterans coming back from 
service, because it Was a period immediately following the war. 
Therefore, I think it would be entirely proper for the “Ww ays and 
Means Committee to consider another base. 

I have no further questions, Mr. Chairman. 

Mr. Seety-Brown. Mr. Steed. 

Mr. Streep. Mr. Eaton, in this particular type of industry that you 
represent, is it not true that unlike most manufacturing plants where 
they have a rather steady flow of material and labor costs, and the 
profit depends somewhat on the volume of sales that frequently the 
profit a tool-and-die maker gets is in a situation where time is the 
essence, rather than the material. Therefore, he has none of these 
normal deductions from the profit he gets that you would find in an 
ordinary factory. What I mean is that someone is desperate for a 
particular tool or die and, insofar as that particular item is concerned, 
price is no object. Almost any price he pays is reasonable to him be- 
cause it means he can get into production with something else. 

Therefore, the ability of the tool-and-die men who turn it out, per- 
haps by working around the clock or some other pressure, the value is 
the quickness with which he can deliver. <A lot of times his profit is 
based on that sort of a situation, where time is the essence, rather than 
the amount of material or the labor itself in the item. 

Mr. Earon. The industry, of course, has grown up, Congressman 
Steed, on its ability to give quick service. If the contract shop took 
is long to deliver a die as it would take to make it in the manufacturing 
plant that is going to use it, they would make it themselves. So it is 
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very true that the situation is quite different in a factory that starts 
in the beginning of the year and runs more or less steadily at a certain 
rate with a certain number of employees turning out a fixed number 
of washing machines or automobiles each day than the tool-and-die 
business, where they have to wait for this overflow of business to come 
from the big manufacturing plants. 

Mr. Streep. The point I am trying to make is that one of the com 
modities in the cost of the item is time rather than the amount of 
material or the amount of labor actually. Therefore, there is a sort 
of premium or bonus price frequently paid for this speedy delivery. 
When you get to the end of the year, and you try to figure out your 
costs in terms of labor and material, it does not make as good a showing 
for the plant owner as he would under normal production situation. 

Mr. Eaton. Yes, sir. 

Mr. Sreep. And the tax take is pretty tough just because of the fact 
he cannot have the normal deductions that he would have on the same 
dollar volume of business in a normal factory. I do not think perhaps 
I make myself clear, but I have a plant of this type in my district, 
and their volume of business is determined very largely by the speed 
with which they can deliver an item. 

Mr. Eaton. That is true. 

Mr. Srerp. Many times they are paid 2 or 3 times the normal value 
of the item because they can deliver quickly. 

Mr. Eaton. In areas where there are a great number of these shops 
there are usually some that are able to give quite normal delivery. 
While they get some premium, I do not think it would run anythin 
like 2 or 3 times, normally. The competition is such that if the manu 
facturer will look around, he can usually find a —_ - it will give him 
satisfactory delivery at more or less the going pri 

Mr. Sieep. You mentioned here section 102 of the Enteral Revenue 
Code. I think I understand what you are driving at, but could you 
give us a brief case in point that would illustrate the remarks you 
make here ? 

Mr. Eaton. It is more the fear of the application of the tax than 
it is that it has worked hards hip i in many cases in our industry. 

Mr. Streep. Just what does this section permit? 

Mr. Eaton. It provides that if you retain an undue amount of 
earnings, it is subject to tax, I believe, at 3714 percent on your whole 
profits of that year, if you do not pay out by rule of thumb 70 percent 
of your earnings as dividends. We do not believe the administration 
is going to st: rt out with a hard and fast rule | vy saying that these 
closely held corporations must pay out 70 percent in dividends unless 
they have a very definite plan for using the money in the business. 
But it is always there and it could be made very burdensome. 

Mr. Streep. In other words, you mean that at the end of a year if a 
plant operator finds himself in the position of maybe being subject 
to this, and maybe not, he does not know until they show up and tell 
him. 

Mr. Eaton. We are not asking section 102 be repealed, but simply 
that the burden be thrown on the Bureau to show that the amount 
retained was excessive, and sécondly, that if the tax should be ap- 
plied, it be on the excess only and not on the total profits for the year 
which I believe is the way it now stands. 
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Mr. Steep. Have you given any thought as to any exact language in 
the form of an amendment that might be applied to this code that 
would accemplish your purpose? 

Mr. Eaton. No, I have not. 

Mr. Streep. Does your organization have anyone capable of per- 
haps drafting a proposed amendment to that section that might ac- 
complish that 4 

Mr. Eaton. We are an organization of small-business men without 
too much money, and we regret to say that we do not have a regular 
counsel. So we occasionally get a little counsel. We have not anyone 
we can call on. 

Mr. Sreep. That is all, Mr. Chairman. 

Mr. Seety-Brown. Thank you very much, Mr. Eaton. 

Mr. Eaton. Thank you, sir. 

Mr. Serty-Brown. The next witness is Mr. Norman Redlich, rep- 
resenting the National Association of Independent Business, of New 


York City. 


STATEMENT OF NORMAN REDLICH, CHAIRMAN, TAX COMMITTEE, 


NATIONAL ASSOCIATION OF INDEPENDENT BUSINESS, NEW 
YORK, N. Y. 





Mr. Repuicu. Mr. Chairman, because of the length of my pre- 
pared statement, which we did not have time to bring down to a level 
which would be more manageable before this committee, I would like 
to suggest with your permisison that we be permitted to insert this 
testimony in the record, and that I speak to you tonight in a general 
summation sense, summarizing the main points of this testimony, 
rather than burden you with going through a rather lengthy report. 

Mr. Sreety-Brown. That will be completely agreeable to the com- 
mittee. 

(The statement follows :) 


STATEMENT OF MR. NORMAN REDLICH, CHAIRMAN OF THE TAX COMMITTEE OF THE 
NATIONAL ASSOCIATION OF INDEPENDENT BUSINESS 







My name is Norman Redlich. I am vice president and sales manager of the 
Durst Manufacturing Co., Inc., of 409 Lafayette Street, New York, N. Y. Our 
firm has been in business for 44 years, manufacturing and distributing plumb- 
ing supplies on a nationwide basis. I am a member of the New York Bar and 
chairman of the tax committee of the National Association of Independent 
Business, an organization of small-business men who are acutely aware of the 
tremendous problems which face the small-business man in his struggle for 
economic survival. 

The tax committee of the National Association of Independent Business has 
been engaged for over a year in an intensive study of our present tax structure 
as it affects small business. The committee is composed of accountants, lawyers, 
and representative businessmen. Our findings are based on the experiences of 
many businessmen in all fields of economic activity, and on an extensive research 
program designed to determine the effect that present tax laws have had on the 
position of small business. 

We appreciate the opportunity to be heard before this committee and to pre- 
sent our reasons for believing that a new tax outlook toward the small-business 
man is a necessary condition of future survival and growth. 













SUMMARY 


I. There are fundamental differences between small and large business which 
justify a new tax approach to small business. 

(a) Small business must rely on retained earnings for new capital while 
large corporations can turn to public subscriptions of new stock or bond issues. 
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(>) Small business has been receiving a deereasingly small share of corpo- 
rate profits and earns a smaller percentage of profit in relation to sales. 

(e) Small business has been receiving a decreasingly small share of total 
corporate volume. 

(@) Small business is in a poor liquid position compared to large corporations. 

II. The postwar inflationary years have placed an additional strain on the 
profit and liquidity positions of small corporations. 

III. The history of past depressions indicates that small business is peculiarly 
vulnerable to the hazards of the business cycle. 

IV. We therefor submit the following tax recommendations: 

(a) Revision of corporate rates to reflect the principle of ability to pay. 

(b) Increasing allowable depreciation deductions for corporations with net 
incomes of under $25,000, 

(c) Permission, under limited circumstances, for small corporations to deduct 
accrued officers’ salaries. 

(d@) Permit small corporations to deduct 10 percent of their income for char- 
itable purposes instead of the present 5 percent. 

(e) Permit small corporations to deduct in full their current expenses for 
research and development. 

(f) Broaden the existing provisions for averaging of corporate income. 

(g) Allow deductions of capital losses to a maximum of $10,000. 

(h) Increase the excess profits tax exemption from $25,000 to $50,000, 

(i) Impose graduated excess profits tax rates instead of the present flat rate. 

(j) Amend section 102 to recognize specifically the necesssity of small business 
to accumulate surplus for expansion. 

V. Conclusion: This Nation has a high stake in the growth of small business 
because— 

(a) Small business develops individual initiative and responsibility which 
is essential in the training of a democratic citizenry. 

(bv) Economic opportunity as it is known in this country is dependent on the 
existence of large numbers of small businesses. 

(c) Small business makes possible the decentralization of economic power so 
essential to a healthy democracy. 

(d) Our tax laws should recognize the role that small business plays in the 
economic life of the country and assist it in achieving these aims. 


INTRODUCTION 


When small business asks for more rigid enforcement of the antitrust laws or 
for assistance in obtaining Government contracts, most people nod their heads 
in approval. But the moment small business proposes a new tax program to cope 
with some of the economic problems which it faces, the reaction is usually a 
cynical “Stop bellyaching. I pay taxes, too.” 

The following tax program for small business is not based on individual 
inequities which admittedly are unavoidable in any tax structure as extensive 
as ours. Furthermore, it is not denied that business has been good and that small 
business, together with the rest of the community, has prospered. This tax 
program is based on the belief that small business as an economic entity is quite 
different from large business. It has different problems. It has had different 
experiences. And its prospects for the future differ markedly from those of big 
business. Thus far, Congress has largely ignored these differences. We feel 
that they justify a new tax approach to small business. We do not seek special 
favors. We ask only that Congress recognize the special burdens which existing 
tax laws have imposed on small business. 


SMALL BUSINESS AND NEW CAPITAL 


Perhaps the most important difference relates to the sources of new capital 
available to large and small business. Small corporations must rely almost 
exclusively on retained earnings, while large corporations can turn to public 
subscriptions of new stock or bond issues. In the case of small companies, there- 
fore, the corporate income tax strikes not only at the product of past success but, 
more important, at the only significant source of funds for further growth. A 
tax structure which taxes the earnings of smaller and larger corporations at 
substantially the same rates discriminates heavily against the smaller companies 
and has resulted in a situation where smaller concerns are unable to expand 
and hold their share of the markets. 
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Small business and corporate profits 

It is not surprising, therefore, that small and large business have had remark- 
ably different experiences in the postwar era. Although both groups have pros- 
pered, big business has received the major share of the pie. Consider, for exam- 
ple, the percentage of total manufacturing profits obtained by smaller corpora- 
tions as compared to larger corporations since the end of World War II. 


Percentage of total manufacturing profits 


| Larger cor- 
porations 
(assets over 


| 
$5 million) 


Small cor- 
porations 


18 


| 
| 
86 | 


| 
5 | 25 
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That the smaller corporations are receiving a declining share of total profits 
is clearly shown. But of added significance is the percentage of smaller corpora- 
tions who experience no profit at all compared to the number of larger corpora- 
tions operating at a deficit. The following table reveals that in the smallest asset 
category almost half the corporations operated at a loss in 1947 (the last year for 
which figures are available) while in the highest asset category the figure was 
under 2 percent. 


Percentage of corporations showing no net income 
Asset size: 
Under $50,000 ___ 
$500,000 to $100,000 
$100,000 to $250,000 
$250,000 to $500,000 
$500,000 to $1,000,000 
$1,000,000 to $5,000,000 
$5,000,000 to $10,000,000 
$10,000,000 to $50,0000,000 
$50,000,000 to $100,000,000 
Over $100,000,000 


Another revealing set of statistics relates to a problem that every businessman 
faces, profit after taxes as a percentage of sales. In this vital field, the scales 
have been heavily weighted in favor of larger corporations, during the first half 
of 1952, for example, these were the relevant facts for manufacturing corporations. 


OMNOWWORON 


Profits after tares as a percentage of saies 

Assets: 

Under $250,000 

$250,000 to $1,000,000 

$1,000,000 to $5,000,000 

$5,000,000 to $10,000,000 

$10,000,000 to $50,000,000 

$50,000,000 to $100,000,000 - 

$100,000,000 and over 


Retail corporations followed a similar pattern. 

These figures show clearly that throughout the entire economy smaller cor- 
porations show a smaller percentage of profit on their total sales than the larger 
concerns. To tax these earnings at substantially the same tax rates is to ignore 
this vitally important difference. The present tax laws sets $25,000 in earnings 
as the breaking point at which higher rates go into effect. But the above 
statistics indicate that the differences in earning power among corporations 
follows a steadily progressive pattern depending upon size. An equitable tax 
structure should recognize this economic fact. 
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Small business and total volume 

The situation in regard to profits has been aggravated by the apparent inability 
of smaller corporations to retain their share of total volume. The following fig- 
ures illustrate this trend: 


Percentage of manufacturing corporation sales 


Large cor- 
rations Small cor- 
assets over porations 


$5 millior 


Small business and liquid reserves 

In view of this declining rate of profits and volume, and as a result of a tax 
structure which makes little allowance for the different experiences of large and 
small business, the liquid positions of small businesses compare very unfavorably 
with those of larger corporations. The follawing figures are illustrative: 


Ratio of cash and U. 8S. Government securities to total current liabilities 


[Percent] 


Assets: 
Under 4 million 
\ to 1 million........- 
UO. 8 MM. « ns cenecede 
6 to 10 million. .... 
10 to 50 million 


These two quarters are typical and they indicate that the larger corporations 
are in a relatively good position to meet current obligations with readily avail- 
able cash, while the smaller corporations must rely to a greater extent on the 
collection of accounts receivables and the rapid movement of inventory. With 
greater cash reserves the larger corporations are in a far better position to finance 
expansion and research, to replace equipment, and to initiate necessary improve- 
ments in management. 

We are therefore witnessing in our economy a viciously circular chain reaction. 
Larger corporations are increasing their share of the market and reaping an 
increased percentage of profits. Consequently, the same tax rates which are 
so great a burden to small business do not prevent big business from continuing 
its expansion at the expense of the smaller corporations. 


Small business and the postwar inflation 

In recent years the competitive position of smaller corporations has heen 
further weakened by an inflationary condition which has drained still further 
the liquid reserves of small business. In a period of rising prices, it takes more 
money to run a business. Machines have to be replaced at a higher cost than 
has been used for purposes of depreciation. Material, labor, and overhead 
costs rise sharply. The small manufacturer or distributor, who must com- 
pete against thousands of other concerns simply cannot pass all of these increases 
along in the form of higher prices. Larger corporations, on the other hand, 
typically operate in a less highly competitive area where it becomes possible 
for them to maintain a price level which assures a high rate of profit and a good 
eash position. Especially is this situation true among wholesalers and retailers 
who make up the bulk of the small business community. Prices of these com- 
panies are based on a traditional percentage markup which is supposed to 
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cover all operating expenses. This markup remains the same despite such 
increased costs as labor, materials, rent, etc., which occur in an inflationary 
period. The necessity of absorbing these costs has seriously affected the liquid 
positions of the smaller corporations in the postwar era. 


Small business and the future 


These hard facts leave the small-business man in a precarious position with 
regard to the future. The one factor that has enabled the small-business man to 
keep his head above water during the postwar era has been the large volume 
of sales resulting: first, from the postwar demand for goods and services and, 
second, from the defense program brought on by the Korean war. Even a mod- 
erate decline in volume would leave many small businesses hard pressed to 
meet current obligations. A sharp decline would be disastrous, It is significant 
that in the years 1946 to 1949, when business was slowly adjusting to a peace- 
time economy, the number of commercial bankruptcies increased from 1,000 to 
over 9,000 and probably would have continued to increase were it not for the 
advent of the Korean war. 

The history of our last depression teaches us that smaller corporations are the 
hardest hit and the slowest to recover. In 1932, the worst year of the depression, 
corporations with assets of under $50,000 had a net loss of 32.8 percent of their 
net worth. Corporations with assets of $100,000 to $250,000 were losing 9.7 per- 
cent of their net worth, while corporations with assets of $50 million or over were 
actually showing a slight profit. It was not until after 1936 that corporations 
with assets of $50,000 to $100,000 started showing a profit, and corporations with 
assets of under $50,000 did not start seeing daylight until 1941. Since smaller 
corporations are in a comparatively poor liquid position, a repetition of this 
pattern in the event of another recession is almost a certainty unless Congress 
modifies the tax laws to enable smaller corporations to retain some of their 
liquid reserves. 

Our proposals for a new tax approach to small business are not the accumula- 
tion of individual gripes. We all recognize that the burdens of taxation must 
be borne by all groups in the economy and we, who have so much to lose if our 
national effort fails, are more than willing to share this burden. But we feel 
that the small business community has economic interests which separate it from 
other businesses. We have seen our total share of volume decline. We are get- 
ting a smaller share of the profits. We are in weak liquid position. We face a 
possible future recession fearful of its consequences to thousands of small-busi- 
ness men. We, therefore, feel that the facts justify Congress taking a new look 
at the tax structure which it has created for small business. We submit here- 
with a program which will not appreciably reduce revenues and which will assist 
small business immeasurbly in its continuing effort to provide a strong and dem- 
ocratic basis for the American economy. 
































RECOM MENDATIONS 


1. Revision of corporate rates (IRC sec. 13 

Although the principle of ability to pay is well recognized in the taxation of 
individual incomes, it has received only secant attention in the corporate field. 
Present tax rates, which impose the same rate on all earnings over $25,000, do 
not recognize the tremendous differences in taxpaying ability between a cor- 
poration earning $50,000 and one earning $500,000. For the former corporation 
to part with almost 50 percent of its earnings it must seriously impair its work- 
ing capital and its reserves for future growth. The experiences of larger cor- 
porations, on the other hand, indicates that they are in a better liquid position 
to meet tax obligations and are able to finance continued growth through out- 
side financing. We propose, therefore, that all corporate normal and surtax net 
income should be taxed at graduated rates as follows: 





[Percent] 





Present tax | Proposed tax 














Net income 
Under $25,900 


30 15 
$25,000 to $50,000 52 15 
$50,000 to $100,000 52 | 47 
$100,000 and over 52 


55 
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Based on 1947 corporate-income-tax return figures, the proposed rates would 
provide the same amount of revenue as rates under the present law. ‘This 
results from the fact that the very large corporations are earning the great 
bulk of total corporate profits. Corporations with assets of more than $5 million, 
for example, earned 86 percent of total manufacturing profits in 1951. There 
fore, a 3-percent increase in the tax rate for corporations earning over $100,000 
would enable Congress to give tax relief to the great majority of American 
corporations without any loss of revenue. We feel that this basic revision 
in our rate structure is essential if small business is to expand and hold its 
share of the markets. 


2. Depreciation rates (I. R. C., sec. 23 (1) 


A 20-percent annual rate of depreciation should be permitted to all business 
firms whose net income is less than $25,000 with the limitation that the 20 
percent rate must be consecutively applied for at least 5 years. The Internal 
Revenue Code contains many provisions allowing certain industries liberal de 
pletion allowances which encourage continued expansion. These benefits gen 
erally accrue to the larger concerns. The average small business is offered 
no such encouragement. <A 20-percent depreciation allowance, limited to those 
corporations with net incomes of under $25,000, would provide a tremendous 
stimulus for expansion. Present laws encourage large corporations to grow 
larger by providing special treatment for mergers and reorganizations. A more 
liberal depreciation allowance would give the small concern an opportunity to 
grow also. . 


8. Corporate officer salaries (I. R. C., sec. 23 (a) (1) 

Corporations which can establish a deficiency of working capital should be 
permitted to deduct accrued officer salaries even though payment thereof is 
deferred. To safeguard this provision, a limitation period of 5 years should be 
provided within which time the accrued salaries must be paid. Such a provi 
sion would provide an additional source of working capital for those corpora 
tions that need it. The 5-year limitation period would prevent corporations 
from taking advantage of the provision because it would force them to pay 
out these salaries within the specified period of time. This recommendation, 
therefore, would offer temporary relief to small concerns hard pressed for work 
ing capital. 

4. Corporate charitable contributions (I. R. C., sec. 23 (q) 

In recent years large charities have relied to an increasing extent on cor 
porate contributions. In the case of small companies, the present 5-percent 
limitation in many instances either limits the amount of money a corporation 
is willing to give or deprives the charitable businessman of a rightful deduction 
We therefore recommend that corporations should be permitted to deduct 10 
percent of their net income for charitable contributions up to a maximum of 
$2,500. Contributions in excess of this amount should remain subject to the 
present 5-percent limitation. 

&. Research and development cost (I. R. C., sec. 23 (a) (1) 

Small business should be permitted to deduct in full current expenses for 
research and development. The present restrictions in the tax law prohibiting 
this full deduction are discouraging small companies from engaging in neces 
sary research. 

6. Net operating loss carryover (I. R. C., sec. 122) 

As a result of the great fluctuations in earnings experienced by small business, 
we feel that smaller corporations should be given a slightly longer period for the 
averaging of corporate income. We therefore recommend that small companies 
be permitted to extend the carryback of losses for 2 years and the carry forward 
of losses for 5 years. This would provide an 8-year average, 1 year more than 
is available under existing laws. 

7. Capital losses (I. R. C., sec. 117) 

To compete effectively with large companies, small concerns require a steady 
source of new capital. One reason why such capital is not forthcoming is the 
present restriction on the deduction of capital losses. This restriction results in 
only a slight increase in revenue, and we feel that it is more than offset by the 
harm done the economy in discouraging the investment of badly needed equity 
capital. We therefore recommend that deductions of capital losses be allowed 
up to a maximum of $10,000 each year. 
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8. Income exempt from eacess profits taw (1. R. C., sec. 431) 

At present the future of the excess-profits tax is in doubt, and we have taken 
no position on its continuation. We do feel, however, that if the excess-profits 
tax is retained the exemption should be increased from $25,000 to $50,000. A 
corporation earning between $30,000 and $40,000 can hardly be said to be 
profiting to any great extent from war. Nevertheless, such a corporation under 
existing rates pays an 82-percent tax on all earnings which the statute defines 
as “excess.” We feel that an increase in the exemption to $50,000 is justified 
because smaller companies cannot take advantage of the invested capital credit 
and must rely on the base-period earnings credit, which often results in an 
oppressive excess-profits tax. 

9. Excess-profsits tax rates (I. R. C., sec. 430) 

This section presently imposes a flat rate of 18 percent on taxable excess 
profits net income. We recommend that graduated rates be adopted for this 
tax for the same reasons that we recommended graduated rates for corporate 
normal and surtax. 


10. Surtagw on corporations improperly accumulating surplus (I. R. C., sec. 102) 
Although this section has been liberally interpreted in the past and has rarely 
been successfully invoked by the Government, it still acts as a source of grave 
concern to Many small-business men who must rely on earned surpluses as a 
source of future growth. This section should be specifically amended to recog- 
nize the need of small business to accumulate surplus. The chief purpose of this 
section is to prevent corporate owners from accumulating money in a corpora 
tion, thus avoiding the payment of high individual rates if profits were to be 
distributed as dividends. We feel that this purpose is not relevant to the sinall 
corporation which is using its surplus to finance continued expansion. 


CONCLUSION 


This Nation has a high stake in the preservation and growth of small business. 
American democracy is paying a price for the increasing concentration of busi- 
ness in large units. More and more the sphere of an individual’s decision is 
narrowed. American industry is not training enough men to think for themselves 
and to make their own decisions. Small business allows many individuals to 
make broad decisions and exercise responsibilities which in large corporations 
are reserved for the very few. Big business typically offers the opportunity to 
execute policy. Small business offers the exhilarating opportunity to make 
policy. A tax structure which impedes the growth of small business is under- 
mining this important contribution which small business can make toward the 
training of a democratic citizenry. 

Economic opportunity, as we have known it in this country, is dependent on 
the existence of a large number of independent small businesses. The land of 
opportunity has meant to millions of people the land where an individual could 
enter a field of business and have a fair chance of success as a result of strong 
effort and reasonable activity. It is small business which offers this opportunity. 
Who among us today could start from nothing and organize a giant automobile- 
manufacturing company? But many people can aspire to owning their own 
used-car business. A tax structure which places unfair burdens on small busi- 
nesses will discourage the potential entrepreneur from trying. This plays havoc 
with an essential element of American economic democracy. 

It is in the interests of a healthy democracy to check the growth of power, 
whether it is political or economic. We have heard repeated so often the idea 
that economic power tends to become political power that at times we tend to 
forget the terrible truth which lurks in its meaning. There is little question 
that the concentration of economic power in the hands of a few people will 
sooner or later lead to the concentration of political power in these same indi- 
viduals. Small business acts as an ever-present buffer against this dangerous 
trend. Present tax laws actually tend to breed economic power by encouraging 
the formation of large enterprises through purchase and merger. A revision of 
the tax structure to aid small business would help provide permanent insurance 
against dangerous concentrations of economic power. 

Small business has done very little to defend itself against a tax structure 
which has impeded its growth and which has been highly discriminatory in 
favor of larger corporations. The proposals outlined in this report represent a 
coherent tax program for small business. They deserve the active support of all 
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businessmen and of all citizens who see in small business a vital ingredient of 
the American dream. 

Mr. Repuicu. My name is Normal Redlich. I am vice president and 
sales manager of the Durst Manufacturing Co., Inc., of 409 Lafayette 
Street, New York City. Our firm has been in business for 44 years. 
Weare manufacturers and distributors of plumbing supplies. Iam an 
attorney and member of the New York Bar, and chairman of the tax 
committee of the National Association of Independent Business, which 
is a nationwide organization of small-business men who have made a 
very intensive study of the tax problems of small business. 

Our committee is composed of accountants, lawyers, and representa- 
tive businessmen from all industries. Our findings are based on what 
we feel are the experiences of many businessmen in all fields of eco- 
nomic activity, and on an extensive bit of economic analysis 
designed to determine the real effect that our current taxes have on 
small business. 

We did not start this approach from the point of view that taxes are 
high and must come down per se. Our analysis started from the point 
of view whether there was any real economic differences between the 
problems of large business and small business, and if we found that 
such problems did exist, then it was our belief that the tax law should 
conform to the differences which do exist between large corporations 
and small corporations. 

We feel that there are significant differences, and we feel that thus 
far Congress, in the writing of the tax laws, has largely ignored these 
differences. It is about some of these economic problems which I 
would like to talk at the present time. 

The first and most large difference between large corporations and 
small corporations relates to their source of new capital. When you 
tax small and large companies at essentially the same tax rate, you 
are discriminating heavily against the small corporation, because you 
are taxing not only the product of past success, but you are taxing the 
only possibility which is available to a small corporation for future 
expansion. The large corporations which can rely on long-term bank 
credit, public subscription of stocks and bonds, that type of source of 

capital is simply not available to the small company which can only 
i on retained earnings, 

If you look at corporate profits, you will see that there has been a 
significant difference between the large and the small corporations. 
For example, as the chart on page 4 of my prepared statement points 
out, since the end of World War II, if you take the years 1947, 1948, 
and 1949, 1950, and 1951, you will see that for manufacturing corpora- 
tions with assets of under $5 million, their percentage of the total 
manufacturing profits has declined from 25 percent to 14 percent, 
while corporations with assets of over $5 million have seen their ] 
centage of total manufacturing profits increased from 75 percent to 
86 percent. 

Mr. Yares. Is this for the total of the years or from the beginning 
year to the last year? 

Mr. Repuicu. This is each year,sir. For instance, with the corpora- 
tions over $5 million, 75 percent was 1947, then it went to 82, 87, 84, and 
up to 86 in 1951. 

Mr. SuHrenan. What is the source of your figures? 
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Mr. Repticu. These are the Federal Trade Commission reports on 

the breakdown of income, and also later in my report we rely heavily 
on the 1947 breakdown of corporate income which was put out by the 
Treasury Department. 

_ Another significant set of figures relates to the percentage of corpora- 
tions which show no net income at all. It is a traditional pattern of 
small business to be in a very fluctuating market. A small business can 
have a very good year one year, and the next year make no money at 
all. It isan extremely flexible situation as borne out by the fact that 
corporations with assets under $50,000 in 1947, 44.7 of them showed no 
profits whatsoever, whereas at the extreme other end of the line, cor 
porations with assets of over $100 million, only 1.9 percent of them 
made no profit. 

So there is a large number of corporations in the small asset category 
which experience no profit at all, demonstrating the extremely sporadic 
nature of the small business operation. , 

Another set of figures which are extremely significant to the average 
businessman are the percentages of profit after taxes in relation to sales. 
It is one way by which he determines the success or failure of his 
operation. There again in manufacturing corporations, the trend is 
quite clear. Assets under a quarter of a million dollars, those corpora- 
tions made 2.3 percent of their gross volume as a percentage of profit, 
whereas if you go right up the line you come to corporations with $100 
million and over, their average return as a percentage of profit on gross 
sales after taxes was 5.8 percent. 

Mr. Srety-Brown. May I interrupt to ask what was the source of 
those figures / 

Mr. Repuicu. The Federal Trade Commission, I think, on a quarter- 
ly basis puts out these reports which our committee gets. 

Mr. Hosmer. For what year are they ? 

Mr. Repuicu. That was the first half of 1952. I can assure you that 
that was put in to make it up to date. That was a typical half. 

Now, if we pass on from profits to another field, which is equally 
important, namely, total volume, there unfortunately you see the 
same pattern repeating itself. Since 1947 the corporations with assets 
of over $5 million have seen their percentage of total corporate sales 
in the manufacturing field rise from 70 to 77 percent, while the 
corporations with assets of under $5 million have suffered a decline in 
their percentage of total volume from 30 percent down to 23 percent 
during that period. 

This, it seems to us, indicates one further pattern of the nature our 
economy has been taking since the war. 

Mr. Hosmer. Tet me interrupt for a question there. 

Mr. Repuicn. Yes, sir. 

Mr. Hosmer. In this comparison, has there been any consideration 
taken of the fact fhat the smaller businesses in some cases are not in 
a corporate form, wheareas in most all instances the larger businesses 
are? So we have some small unincorporated partnerships and pro- 
prietorships that might be in this field to alter the figures somewhat. 

Mr. Repuicn. That is true. While that might alter the 30-70 rela- 
tionship, let us say, in the year 1947, I do not think it would alter the 
pattern that has been followed in the years since. 
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Mr. Hosmer. There has been no perceptible trend away from corpo- 
rate form of doing small business. You think it is about the same over 
the years ¢ 

Mr. Repuicw. I would think so. 

Mr. Yates. What is the point you make with respect to that figure 
The impression that comes to my mind is that it is possible that big 
business may be swallowing up much of the small business, and not 
that many of the small businesses are going out of business necessarily. 

Mr. Repuicn. Not that they are swallowing up. 

Mr. Yares. Perhaps that is the wrong word. Perhaps it should 
be purchased. 

Mr. Repiicn. No, I think that is one explanation of it. I think 
another explanation is that where the two are competing against one 
another, the small business has been getting a decreasing. share of the 
total volume. Either one of those two explanations might be possible, 
and I do not know at this time which is correct. 

A very special problem to the small-business man is that of the 
availability of liquid reserves. After all taxes are levied not on 
inventory or on his building or on anything else except cold cash. The 
problem of liquid reserves is an extremely important one to the small- 
business man. It is easy to look at an income statement and say that 
the man has made money, but the question is in what form is the 
money. The small-business man unfortunately has been suffering a de- 
cline in his liquid position. The figures we have here for two typical 
quarters relate to the ratio of cash and United States Government 
securities to total current liabilities. In other words, the ability to 
meet current liabilities with readily available cash. 

There you see, for example, in the second quarter of 1952, corpora- 
tions with assets of under a quarter of a million dollars, that ratio was 
41 percent. Corporations with assets of over $100 million, the ratio 
was 67 percent. So you see that the larger companies are in a far better 
position to meet current liabilities with current liquid assets, 

Another factor which has affected the experience of the small-busi- 
ness man since the war has been the postwar inflation. I do not think 
many people are aware of the fact that an inflationary condition hits 
the small-business man extremely hard, far more than it does the large 
corporation, for this reason: In a period of rising prices, then it 
naturally takes more money to run a business. Machines have to be 
replaced at a higher cost. Material costs go up, labor costs go up, 
overhead costs go up. The problem then becomes, Can these costs 
be passed along to the consumer? It is our contention that with large 
manufacturing corporations who are competing not so much in the 
form of price competition but in the form of advertising, in the form 
of getting their name before the public, there is a far greater oppor- 
tunity for them to pass along, let us say, a labor cost in the form of 
higher prices, than there is for the smaller corporation who is tra- 
ditionally a distributor. 

We happen to be essentially distributors. We never figure our price 
on the basis of our cost of labor, our rent, or any of those factors. 
Our price is based on what we pay for the item, we take a particular 
markup, we keep our fingers crossed and hope (a) that we can get, it, 
and (6) that at the end of the year that markup and the volume which 
results therefrom has resulted in enough business to cover these various 
expenses. 
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When at the first of the year we renew a contract with our union 
and grant an increase to labor: we cannot increase our price. Why? 
Because our competing firms have not increased theirs. We are com- 

yeting very much on the price level, and we cannot increase our price. 
Ve are continually driven to do more business to compensate for the 
fact that our expenses have continued to go up. 

It is this inflationary condition which in our opinion has contributed 
to the declining liquid position that the small corporations now find 
themselves in. 

In regard to the future, we feel that small business is in an extremely 
perilous position because a slight decline in total volume we feel would 
hit the small-business man very hard. The history of the last depres- 
sion, it seems to us, bears out these fears. For example, in 1932, which 
wis the worst year of the depression, corporations with assets of under 

$50,000 had a net loss, as a total group, of 32.8 percent of their net 
weet. Corporations with assets of $100,000 to $250,000 were only 
losing 9.7 percent of their net worth, while corporations with assets of 
$50 million or over were actually showing a slight profit. 

If you look at the years w hen we were pulling out of the depression, 
you see the same trend. It was not until after 1936 that corporations 
with assets of fifty to one hundred thousand dollars started showing 
a profit at all and corporations with assets under $50,000 did not start 
showing a profit as a group until 1941, when the rearmament program 
was well underway. 

Therefore, in the light of what we feel are significant differences 
between large and small] corporations our committee is prepared to 
make the following recommendations: 

We feel that Congress should recognize these differences by insert- 
ing into our tax-rate structure the principle of a graduated corporate 
income tax which reflects ability to pay. We have set out on page 
10 a rate schedule which on the basis of our studies would not result 
in any decline in total corporate revenue, because we have been con- 
cerned not only with saving ourselves some money, but our concern 
has been the effect of the total revenues as a whole. Just to state what 
these provisions would be, we would say for net income of under 
$25,000, we would reduce the present tax from 30 percent to 15 percent. 
Incomes from $25,000 to $50,000 we would reduce from 52 percent to 
15 percent. Incomes from $50,000 to $100,000 we would reduce from 
52 percent to 47 pere ent, and incomes of $100.000 and over we would 
increase from 52 to 55 percent. 

Mr. Hosmer. May we for the purpose of the record emphasize here 
that your graduation of tax is beneath the $100,000 level. After that 
it is a blanket tax. 

Mr. Repricu. Yes, sir. 

Now, you may ask how can a slight increase of 3 percent on corporate 
rates of income over $100,000 compensate for what appear to be such 
drastic reductions in income under that figure. It can be explained by 
the fact that according to the figures of the Small Defense Plants 
Administration study on taxation, 70 percent of the total corporate 
taxpayers only pay 2.5 percent of the total corporate revenue, which 
is indicative of the fact that you can grant a tremendous amount of 
relief to the vast majority of corporate taxpayers, and affect the total 
corporate revenue only in a very slight manner. 
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I now go briefly through the rest of our recommendations since we 
feel the heart of our recomendations lies in the graduated income tax. 
As far as depreciation is concerned, we are in favor of a 20-percent 
depreciation allowance over a period 5 years. However, we would 
limit that to corporations with net incomes of under $25,000, at least 
during the present time when it is the aim of this administration and 
the aim I presume of the Congress to balance the budget as nearly as 
possible. 

Until we have reached the situation where taxes can be substantially 
reduced, we would limit this more liberal depre iation allowance. 

Mr. Yates. You do not include real estate in that statement, do you! 

Mr. Repuicn. No, I do not. Corporate oflicers’ salaries, we recom- 
mend that corporations should be permitted to deduct accrued officer 
salaries even though payment there is deferred, something they are 
not permitted to do at the present time. Oftentimes a corporation 
will have a salary to an officer which is not paid. It is accrued, 
They are not permitted under the present law to deduct that accrued 
item. 

We feel that corporations which haye a deficiency of working capi- 
tal would get an increase in that capital by reason of the fact that 
they would take a deduction. However, we would safeguard this by 
putting a 5-year limitation on that. 

Mr. Seety-Brown. Would you require that the corporate officer 
pay an income tax on the accrued salary ? 

Mr. Repiicu. Yes. 

Mr. Sueenan. I am sure you are mistaken, because if the corpora- 
tion accrues a salary—— 

Mr. Repiicu. I am sorry. You are right. Under the present laws. 
I thought you meant when the tax is paid. When it is paid, at that 
time the officer would yay the tax when it is ultimately paid to him. 

Mr. Sreiy-Brown. What you are doing is really giving him a 
5-year deferment. 

‘Mr. Repuicu. That is right. 

Mr. Srrety-Brown. In other words, you are advocating a 5-year 
deferment. 

Mr. Repuicu. Of accrued officers’ salaries. The tax to the in- 
dividual officer, you are quite right, would not be paid until such time 
as the money is actually paid to him, because if he pays then the cor- 
poration is allowed the deduction. 

Mr. Surenan. However, under the present law you can accrue the 
salary on the books without paying that, if the individual pays income 
tax on it. 

Mr. Repuicu. That is right. 

Mr. SHeenan. It is your thought that he does not pay any income 
tax until 5 years later. 

Mr. Repiicu. That is right. He should not pay until 5 years later, 
and the corporation should be allowed to deduct it. Then within 5 
years they should be forced to pay it out, at which time it would be 
taxable to the individual, or they retain it, and then no consequences 
would follow. Then they would pay a tax on what they have retained, 
that is all. It would just be treated as if the money had remained 
in the corporation. There would be no tax paid by the individual, 
but the deduction which had previously been taken would then be 


disallowed. 
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Mr. Yates. What happens if either the company is sold during that 
period or the company goes bankrupt? Is there still a tax liability 
on the part of the officer who has accrued his salary ? 

Mr. Repiicn. That is a question which our committee has not con- 
sidered. I think it is a good one, sir. Offhand I would not like to 
give an off the cuff answer. 

Mr. Hosmer. Do you not feel there would be a terrific amount of 
difficulty with such a provision as this just from a purely administra- 
tive standpoint from the few questions we have put to you so far? 

Mr. Repuicu. I really do not think so. I think the only question 
that involves difficulty as I can see is the one Congressman Yates 
posed. I do not wish to give an off the cuff answer : I really think it 
is not difficult of solution. — 

Mr. Yares. I would think it would be the exception rather than 
the rule, too. 

Mr. Repuicu. Yes. 

Mr. Sueenan. On the other hand, look at the lattitude it would 
give the individual officer. The salary would be accumulated, and 
any time the taxes went down, he would take it out, and if taxes were 
rising, he would leave it in there until taxes went down. 

Mr. Repricu. If you will note, our proposal aims to limit this, as 
we put it in our proposal, for corporations which can establish a defi- 
ciency of working capital. We feel that can be done on a ratio 
which could be worked out which beyond a certain point would estab- 
lish a deficiency of working capital and allow the corporations to take 
advantage of the position. 

Mr. SuHeenan. You can also do that by buying capital assets and 
using your cash for plant and equipment. 

Mr. Hosmer. What would you do in a case as often occurs when 
these accrued salaries are canceled for one reason or another? 
Would you credit the corporation with income in the year of can- 
cellation, or would you go back to the year that or iginally accrued it? 

Mr. Repuicu. You mean as far as the rates are concerned 

Mr. Hosmer. As far as the actual taxes that the corporation would 
pay are concerned. It has a deduction when it accrues the thing. 

Mr. Repuicw. You get that problem very often with bad debts. 
A similar problem arises, the deduction, and then the money comes 
back. My personal opinion would be to have it in the year that the 
deduction is originally taken. 

Mr. Hosmer. When you are relating it to bad debts, you are relating 
it to a field of great confusion in the tax picture. 

Mr. Repuicu. I think the confusion, if I may say so, that has re- 
sulted from the bad debt provision is in the very broad w ay that the 
statute is currently written. I think the bad debt provision of the 
Internal Revenue Code could be sufficiently narrowed to limit it to 
certain types of obligations which I think could be handled properly. 
I think it is now written in such a way that virtually every bad debt 
when made good can come under those provisions. 

Mr. Srevy-Brown. Proceed, please. 

Mr. Repiicu. Corporate charitable contributions : It was the opinion 
of the large majority of the members of our committee that the present 
5 percent limitation for charitable deductions was inadequate for the 
average small corporation. I know many corporations have found 
themselves, especially in communities where there is a certain obliga- 
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tion on the part of the corporations to contribute to charities, that the 
5 percent figure was used up quite rapidly and left them in the posi- 
tion that at the end of the year where they found that items they 
thought were deductible were assessed. 

Mr. Sze.y-Brown. How would that actually help a small-business 
man, if you increased the corporate charitable contribution to 10 
percent ¢ 

Mr. Repuicu. On a contribution which he has to make in terms of 
the obligation that he has to his community, it would be splitting the 
cost with the Government. 

Mr. Yates. Five percent is splitting the cost with the Government. 

Mr. Repricw. On the additional 5 percent. Now, at the present 
time, after 5 percent, it is not a deductible item. Beyond 5 percent 
any corporate contributions are not deductible. If they were de- 
ducted, it would quite naturally limit the burden which such a con- 
tribution places upon him. In terms of revenue it is a small item, but 
in terms of the individual corporation, it has affected quite a number 
of them, to a sufficient extent that in the studies we made it was sur- 
prisingly brought to our attention, very, very frequently, and that is 
why we have inserted it in our recommendations. 

time I answered your question ? 

Mr. Sreety-Brown. It is the first time that it has been brought to the 
attention of this committee, or my attention. I am interested in your 
suggestion. 

Mr. Repticu. May I cite a case? 

Mr. Sre.y-Brown. Certainly. 

Mr. SHEEHAN. Before you do that, might I clear up the record to get 
out of this new concept of the Government. When a firm or indi- 
vidual gives money to charity, it is a new concept, in my opinion, that 
the Government is paying the cost of that. The Government is not 
entitled to any taxes on profits until after profits are made. So if an 
individual or firm gives to charity, Uncle Sam is not giving any of 
that in any sense of the word. 

Mr. Repuicn. I stand corrected. I was using a colloquialism. 

Mr. Yates. It is in the sense that there is a limitation on the amount 
that may be paid out for charity. If that limitation is increased, 
obviously the Government is losing that much income. 

Mr. SuHeeHan. Except from a matter of philosophy it would seem 
to me that private individuals should be able to give to charity what 
they want without Government limiting them. 

Mr. Repuicu. One of the criticisms of the corporate-profits tax is 
that too many businessmen take the position that they can throw away 
their money because the Government is paying for it. Technically you 
are right in that respect. 

Mr. SHEEHAN. It is a matter of semantics. 

Mr. Srzty-Brown. I would be interested in the case history which 
you said you would like to report. 

Mr. Repuicu. Yes. I am sure I can go into our corporate figures, 
because they are matters of public knowledge. Our net profit last year 
I believe was $50,000 on a total volume of $214 million. We are in the 
city of New York. Our contributions to such charities as United Jew- 
ish Appeal, Federation of Jewish Charities—those are the two big 
ones—and various others that come in, and these contributions do not 
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run into small amounts, $2,000 to one organization, $2,500 to another, 
and you get smaller ones that are $500 or $600. You say why do we 
have to give it? We give it because all through the years our company 
has given that amount of money. In the industry it is an expected 
thing. All your competitors are giving. 

Mr. Yates. And tell you what you should give. 

Mr. Repuicu. That is right, sir, and the fact is, we are prepared to 
give it. Weare not giving it under that duress. At the end of the 
year, when you figure out how it comes out, you find you have exceeded 

our 5 percent figure. We feel that if cor porations are certainly will- 

ing to give their share to charity, there should be a fairer regulation 
there. With a smaller corporation, it is a question of a friend of yours 
calling you up and saying, “I am chairman of the committee, and you 
give. T am giving § $2,000 and you do more business than I do, and you 
give more.” We feel when you have this personal element, corpora- 
tions do have to give quite a bit to charity, and it has resulted in a large 
amount of these corporate contributions not being deductible items. 

I would like to proceed just to a few more items which we have in our 
report. The one on capital losses which appears on page 13—at the 
present time, as you know, capital losses are deductible against ordi- 

nary income only to the extent of $1,000. It was felt by the members 
of our committee, and the businessmen we consulted, that this has 
deterred people from investing in enterprises that are potentially 
risky as most new small businesses are. If a man invests $15,000, if he 
loses, he can only deduct $1,000 of it against ordinary income. 

Mr. Hosmer. This suggestion is directed toward the personal- 
income taxes. 

Mr. Repuicu. That is correct. Therefore, we recommended that 
deductions of capital losses be allowed up to a maximum of $10,000 
each year. In respect to the excess-profits tax, I listened to the testi- 
mony all yesterday and tonight, and I will add my figures. We feel 
that a corporation which earns between $30,000 and $ 40,000 cannot 
really be profiting to any great extent from the war. Therefore, our 
figure is £50,000 from the ae that a corporation should get. 
We do feel that if the excess-profits tax is retained—a decision inci- 
dentally on which our committee has not yet taken a stand because 
at the time we instituted this study we quite naively assumed that it 
was not going to be much of an issue. 

Mr. SHeenan. You assumed that the Government would keep its 
promise. 

Mr. Yates. Not the Government, but the administration. 

Mr. Repiicu. I think it is prudent for me not to answer that 
question. 

Mr. Hosmer. Let us say that we felt that the world circumstances 
would improve to a greater extent than they did. 

Mr. Repticu. We feel if the excess-profits tax is retained, we feel 
that the same principle which made.us urge the graduation tax for 
the regular rates should apply to the excess- profits tax. 

On the last item, surtax, the burden of proof we feel is quite im- 
portant. I am quite cognizant as an attorney that section 102 is 
more of a psychological factor to the businessman than a real factor. 
The Government has certainly not enforced it to any great extent. 
It is extremely difficult to prove one way or another whether you 
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have a reasonable or unreasonable surplus. It is mainly a psycho- 
logical problem, and something businessmen worry about. 

‘T believe the burden of proof recommendation in section 102 would 
be of psychological! assistance, at any rate. 

In conclusion, I would just like to emphasize that we have under- 
taken this study from the economic approach, trying to see whether 
small business really does have a complaint. Everybody complains 
that taxes are too high, and no one wants to pay as much as they do. 
But we started from the approach by saying, does small business 
have something different. Has our economic experience been differ- 
ent? We feel that it has. We feel that everybody has talked a lot 
about small business, but it is really time that someone started to 
make the tax laws conform to the economic facts of life. 

Mr. Yates. What is small business in your mind. You testified 
all throughout your testimony about small business. What do you 
mean by small business? 

Mr. Repuicu. I think someone once made a statement that every- 
one knows what it is but no one can define it. 

Mr. Yates. Obviously there has to be some limitation drawn. 

Mr. Repticu. Yes, sir. I think certainly the Commerce Depart- 
ment and many groups have tried to make that distinction. If I said 
to you it should be every corporation with employees under 2,500, 
that would not be right, either. A jobbing concerning employing 
2,500 people would be immense. A steel company employing 2,500 

eople would be a midget. You can do it in terms of total volume, 
but there again you run into the same trouble. A jobber who does a 
volume of a million and a half dollars is considered a large company 
by some people. A manufacturer who does a million and a half is 
a small concern in certain industries. 

Mr. Streep. Do you not have to approach it more from each indi- 
vidual industry than you do by blanket definition ? 

Mr. Repiicn. Yes, sir, I think you do. We have recognized that 
problem and that is why we have put our recommendation in terms of 
net income. When you boil right down to it, the smaller companies 
will tend to earn less; the larger companies will tend to earn more. In 
terms of net income, it is ability to pay. You ask how do you deter- 
mine what is a large individual taxpayer and a small individual tax- 
payer. We goon the basis of what he earns and we tax them according 
to that. That does not necessarily reflect whether a man has holdings 
worth $10 million or $100 million compared to someone who may have 
smaller holdings. We judge it as far as our internal-revenue structure 
is concerned on the basis of what he earns. I feel that same principle 
when applied to the corporate tax rate is an equitable one and by and 
large bypasses what I think is a hopeless argument as to where you 
draw the line between large and small. 

Mr. Srety-Brown. Do you advocate full progressive rates as ap- 
plied to corporations ? 

Mr. Repuicu. I would advocate them on the basis of the table I set 
forth here. Our aim was to work out a table which would give the 
same revenues that we have now. Therefore, we felt that there was no 
need to carry the progression any further, since on the basis of raising 
from 52 to 55 on incomes over $100,000, we would get the same thing 
that we have now in our present tax structure. 
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Therefore, we did not carry the progression any further. 

Mr. Sreiy-Brown. In the event that there were an increase in the 
excess-profits-tax credit to the $50,000 figure that you have suggested, 
do you have any specific examples either from your own business or 
your association which we might include in the record to show the 
actual benefit that would be derived by a particular business in that 
category ¢ 

Mr. Repiicu. No, sir. I happen to be one of those people that 
represents a firm that has not paid an excess-profits tax, and our 
likelihood of paying one is remote. When I say it, I am opposed to it, 
it is not because of any specific example I can cite. I would be glad 
to tell the committee why, but they would be my own personal views. 

Mr. SHEEHAN. May I say in the definition that Mr. Yates asked for 
small business, I believe you by inference in your table here have given 
it, because you assume every business making over $50,000 a year can 
pay the 47-percent proposed rate. Everything under that is 15 per- 
cent. By inference I would assume that anything under $50,000 would 
be small business. That is with respect to net profits. 

Mr. Repuicu. I would simply say it is smaller than the group above 
it. I think the difficulty that we have had with our present tax law is 
that we have tried to do just that. We have assumed that everything 
under a certain figure is automatically small. If you hit a certain 
figure you jump from 30 to 52 and then you jump up to 82. I say that 
is as unreal in a corporate tax structure as an individual structure. 

Mr. See.y-Brown. You would prefer to climb that ladder step by 
step. 

Mr. Repuicu. Yes, sir. 

Mr. Hosmer. You have indicated that at least a small portion of 
your business was manufacturing. 

Mr. Repuicu. Yes, sir. 

Mr. Hosmer. And the other portion distributing. 

Mr. Repuicu. Yes, sir. 

Mr. Hosmer. Do you notice any perceptible difference between the 
tax problems between the manufacturing end and the distributing end 
of your business ? 

Mr. Repuicu. I would have to say no. I would say our margin of 
profit on our manufactured items is ore, Our problem arises as 
far as our tax problems are concerned on our distributing functions. 
As far as the manufacturing we do is concerned, our margin of profit 
is greater. I really do not think I have noticed any appreciable dif- 
ference in problems, no. 

Mr. Hosmer. You have discussed both in your oral testimony and 
written testimony almost entirely the problems of the corporate form 
of business. I presume that the association that you represent is also 
concerned with the problems of the unincorporated businesses? 

Mr. Repuicu. Yes. We have been studying that. We do not have 
that incorporated into a finished form as yet. 

Mr. Hosmer. Thank you. 

Mr. Srety-Brown. Mr. Yates. 

Mr. Yares. I have no questions, Mr. Chairman. I just want to 
commend Mr. Redlich on a very fine presentation. 

Mr. Repuicu. Thank you. 

Mr. Srety-Brown. Mr. Steed. 
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Mr. Sreep. I also think he made a very fine statement, and appar- 
ently you have given a lot of study and thought to this whole field of 
the small-business man. I am just wondering if in these studies you 
have had any information that would indicate whether or not the field 
of opportunity for new small business has changed for the better or 
worse. In other words, does it indicate that the coming into being of 
new small business is more or less than the dying out of old small 
business 

Mr. Repuicu. Such studies have been made. I do not have the fig- 
ures here. I do not like to give an answer on the basis of a hunch. 

Mr. Sreep. The purpose of the question is to see if we can get any 
information on the field of opportunity as to what present conditions, 
especially taxes, have done to the age-old idea that we felt we have 
had a land of opportunity. Are we really, through these burdens, 
losing this opportunity that we have always boasted of! 

Mr. Repuicu. I personally feel very strongly that we are. I feel 
very strongly that what the community loses by that is inestimable. 
I have always felt that the owner of the local hardware store is a far 
more valuable citizen than the general ‘manager of the local Sears, 
Roebuck branch. To the extent that the smaller man is unable to 
compete against these larger corporations, I think our individual 
communities are losing something extremely valuable. 

Mr. Steep. I sat in a conference recently with a young man who has 
made quite a warehousing expert of himself, and he came up with an 
opportunity to create a very profitable warehousing business, and he 
needed capital to construct the warehouse itself. He was talking to 
some men of means, trying to interest them in going into this enter- 
prise with him. Their taxman was present. They sat down and 
showed him why even though the thing would be as profitable as he 
represented it to be, that that had very little attraction to them be- 
cause they were already in high tax brackets and any profit they made 
from his emee would go mostly for taxes, and that it would be al- 
most impossible for them to ever return their investment out of the 
business. 

That convinced me that even though you have a lot of know-how, 
you have a wonderful opportunity, a contract that assures you a 
profit from the very beginning, that when it comes to getting the 
money to finance it, you cannot do it, because of the fact that the tax 
laws are such that people just will not tie their money up in something 
like that. 

Mr. Srerty-Brown. You feel that is a pretty general statement. 
Not only does it apply to your friend, but as it applies to many other 
people in similar circumstances. 

Mr. Streep. I do. This businessman with money to invest would 
have the same reaction to any proposition you would go to him with. 

Mr. Repticu. I have heard that very often. You heard of the man 
who has worked hard and works to the head of a shipping department 
and is making $110 a week, I really believe that 20 or 25 years ago 
somebody like that would have accumulated some savings, would today 
be running his own little business with the knowledge that he has. 
Today the incentive to do that is virtually nonexistent. I think when 
we reach that point, we have really lost something that I regard as very 
valuable in terms of the total American economy. 
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Mr. Seety-Brown. In other words, you believe that in spite of all 
the talk to the contrary, our tax laws have kept the big boys big and 
prevented the little boy from becoming established or to grow. 

Mr. Repuicu. That I am convinced of, sir, that the tax laws that we 
presently have had a far greater effect on the small corporation than 
the large corporation. 

Mr. Sreety-Brown. While a lot has been said against the big cor- 
porations, over a period of the past 20 years the tax laws have in fact 
made him bigger and stronger. 

Mr. Repuiicn. I think that is unquestionable. If you see the op- 
portunities and the advantages which section 102 gives them in terms 
of mergers, that is an invitation to the large corporations to merge 
and avoid the profits on exchanges there. I do not say that is wrong. 
I simply say that too many of the larger corporations have been able 
to come down to Congress and present very good arguments as to 
why a particular provision is wrong. I think the little fellow has 
been simply unable to organize that type of material. I believe the 
small-business man is too busy running his own business. If some- 
body asked him to work on a committee for taxes, he is too busy, he 
is his own production, sales manager, and purchasing agent. He 
does not have the time. That is the major criticism of the excess- 
profits tax. It is loaded full of provisions which appear reasonable 
on its face, and each is all right. By the time you get through with 
it, the little fellow who has not bothered to do anything about it is 
left paying a lot of the taxes. 

I believe the smaller corporations have been hit very hard by the 
taxes, far more than the larger ones. 

Mr. Srety-Brown. I am sure, sir, that the small-business man has 
been very well represented here in the last 2 days, and I am grateful 
to you for appearing before this committee. 

Mr. Repricu. We are grateful to this committee. Everyone I have 
spoken to has appreciated the opportunity that we have had to be 
down here. 

Mr. Seety-Brown. It is my understanding that the next witness 
who was originally scheduled to testify, Mr. Robert Carter, represent- 
ing the National Retail Furniture Association is unable to be present 
at the hearings tonight. Without objection, the statement which he 
has prepared will be filed and made a part of the record. 

(The statement referred to follows :) 


STATEMENT BY RoBert E. CARTER IN BEHALF OF THE NATIONAL RETAIL FURNITURE 
ASSOCIATION 


Mr. Chairman and honorable members of the committee, I am Robert E. Carter 
and I am secretary-treasurer of the Hub Furniture Co., Inc., of Baltimore, Md., 
and chairman of the governmental affairs committee of the National Retail 
Furniture Association. Our firm is 47 years old and we have two small stores. 

I am submitting this statement today in behalf of the National Retail Furni- 
ture Association and its retail furniture store members in every State which 
account for upward of 80 percent of total annual furniture store dollar volume. 
Furniture stores distribute all types of home goods that transform houses into 
homes, including wood and upholstered furniture, sleep equipment, floor cover- 
ings, major household appliances, and related furnishings. 

I wish to address myself primarily to one problem that is common to all small 
businesses in the United States today. The differences which exist as between 
trades or types of business structure are entirely a matter of degree rather than 
of substance. The problem is the inability of small business to accumulate 
capital for healthy growth and expansion. 
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The problem ts directly traceable to the drain of taxation on business earnings, 
I don’t think it is necessary for me to burden the committee or the record with 
elaborate tables showing how tax rates have crept upWard at a continual pace; 
the fact is painfully present in every businessman’s mind and it is palpably 
presented in the form of the annual tax bill. 

There is a devastating irony which hangs over the entire problem. It is thut 
while capital is impossible of accumulation to a material degree, the need for 
capital to stimulate and tone up retail business is greater than ever. This is 
another fact of which we are all inescapably aware. All you have to do is look 
about you, go shopping in a modern suburban center or note the ever-changing 
appearance of the oldest downtown establishments. Retail stores are like women 
in this respect, they are always looking for something to improve their apperance, 
In the case of the retail store the need is certainly based upon realistic considera- 
tions. They must keep up with the times, and the pace of the times grows faster 
and faster. 

I stated that the problem of money for growth is universal in the ranks of 
small business. I ama retail furniture merchant. I think that I can say, without 
causing any raised eyebrows, that the problem is particularly intensified in our 
industry by the extent of installment credit sales in retail furniture. In my 
business, in which we do around $500,000 annual sales volume, about 90 percent 
of these sales are installment. This proportion is not unusual; in fact, it is 
close to typical. In this regard let me point out that if the retail merchant could 
build up his capitalization so that he could carry, all of his own installment paper, 
he could realize a better profit and consistently be in a better position to pay 
more taxes; and, most important, his business would be fiscally sound. The 
retailer is as human as the next fellow, and doesn’t like a huge debt hanging over 
his head. 

I’m trying to speak in terms of ideas instead of a lot of figures, but at this 
point I have some statistics which are significant. They are averages compiled 
by the control and management division of our association. 

On the average, the home goods retailer— 

Uses from 25 to 50 percent more capital than he invests, the average being 
88% percent. 

Pays out of each sales dollar between 93.5 and 97.5 percent for cost of goods 
sold and operating expenses, average being 95.5 percent. 

Has left to pay taxes and for expansion between 6.5 and 2.5 percent of 
sales, average being 4.5 percent. 

Pays income taxes of from one-third to one-half his taxable income. 

Has a profit after taxes of 21% percent of his total sales. 

Now we can relate these averages to some practical operating experiences. 
First, let me remind you that all averages eliminate extremes; and that for each 
store above the average the situation is a bit better, but for each store below the 
average, it is worse. Let’s take an average store that does $500,000 in sales. 
For this volume group NRFA averages show that about $312,500 would le invested 
capital in the business. Since its capital needs are 38.5 percent greater than its 
investment, it uses about $120,000 in outside money. Query: How long will it 
take to pay off this debt? 

Average profit after taxes is 2% percent, or $12,500. If every cent of this Is 
plowed right back into reducing outside debt, and if every year is profitable, it 
will take almost 10 years. This would not allow for expansion of inventory, 
increase in accounts receivable, or any physical expansion or improvements, 

Let’s take a look at accounts receivable, since they are so vital to our business. 
If a store works on a 15 percent down payment and a 12 month contract—and 
these are conservative terms—at the end of 1 year 46 percent of its installment 
sales dollars will be on the books, only 54 percent having been collected. This is 
not influenced by delinquency or bad credit losses; it is purely and simply the 
mathematics of the situation. 

If a furniture store increases its accounts receivable—through increased sales— 
it needs an additional sum of money to finance these increased sales. Since total 
cost of goods and expenses is 95.5 percent, and the store has only 54 percent of the 
sales collected in a year, it has a deficiency of 41.5 percent on all of its increased 
installment sales. 

It has to go somewhere to get the money or it cannot grow. If it can get addi- 
tional money—and we will have more to say about the difficulty of small stores 
getting capital—it is faced with the discouraging prospect of taking better than 
16 years of plowing back its 2.5 percent annual profit on these increased sales in 
order to retire its new debt. 
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I mentioned earlier that if we could accumulate capital to finance our own 
growth, we would be in a stronger profit position and, as a direct consequence, 
better able to pay taxes. In the above example, if we did not have to pay the 
bank 4 to 5 percent on the money we borrow to finance our new receivables, just 
imagine how much it would mean to our financial health, not to mention our 
personal health. 

As the tax structure stands, it is a rat race which leads to nowhere. We have 
so many uninvited partners in our business, I am sometimes surprised that we 
qualify as a corporation. We have the Federal Government, State government, 
county and city governments, and we have the banks. We dance to their music, 
but the entire element of risk is ours. Is it surprising that the incentive to run 
your own business has disappeared? 

The statement we hear so often that small business is the backbone of the 
American economy has lost its ring; it falls flat on the ears of small-business 
men in the light of the stunting effects of current taxes. 

Even the money supply today is increasingly hard to get at. It is very difficult 
for small retailers to borrow on their own security while the public corporations 
seem to have no trouble getting public money for their growth; they just sell 
more stock. 

I don’t mean to sound completely defeatist, as I am an optimist and I have great 
faith in the deep reservoir of enterprising spirit, which is America. But the 
gripes I have given voice to are real and important. Looking ahead beyond the 
artificial stimulus of defense spending, we all must realize that increased con- 
sumer demand must take up the slack; this would seem to be especially true of 
durable goods. 

If small retail business is to continue to enrich the fabric of our Nation, it must 
be given a fair chance to thrive. In hearings like this one, the problem is dragged 
out and given a thorough going over. I have not presumed to advance any spe- 
cific proposals, as I know that there are technical experts available to develop 
the methods by which the problems may be solved. I am here to help illuminate 
the problem. I have refrained from an excess of figures; however, I urge the 
members of the committee to ask questions regarding any part of my statement. 
We have a good deal of data with us, and if we don’t have what you want, we 
will get it if it can be had. 

I thank you for your kind attention. 


Mr. Srety-Brown. The next witness will be Mr. John Jacobs. 


STATEMENT OF JOHN E. JACOBS, NATIONAL SMALL BUSINESS 
MEN’S ASSOCIATION OF EVANSTON, ILL. 


Mr. Jacoss. Mr. Chairman, my name is John E. Jacobs, from 
Chicago. ITamaCPA anda lawyet er, and I practice public accounting 
in Chicago. I appear on behalf of the National Small Business Men’s 
Association. 

The association represents about 11,000 members engaged in pusi- 
ness activity in every State of the Union. Some 175 categories of 
business are represented. 

Recently, the association held its annual convention here in Wash- 
ington, and as an association discussed and passed among other things 
resolutions pertaining to Federal taxation of business. 

At this time I would like to put into the record a summary of the 
resolutions passed. 

Mr. Sreery-Brown. Without objection the resolutions will be ac- 
cepted and made a part of the testimony 

(The resolutions referred to follow: ) 
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LEGISLATIVE RECOMMENDATIONS FOR THE Frrst SESSION OF THE 83D CONGRESS 


Based on some of the resolutions adopted May 4, 1953, at the 15th national mem- 
bership meeting of the National Small Business Men's Association, Inc., 
Mayflower Hotel, Washington, D. C. 


(1) Congress should balance the budget for the fiscal year 1954. 

(2) Support Senate Joint Resolution 23 introduced by Senator Dirksen, pro- 
viding for constitutional amendment fixing maximum tax rate not to exceed 
25 percent. 

(3) Recommend the following amendment to the Taft-Hartley law: 

(a) Ban industrywide collective bargaining. 

(b) Provide that’ membership or nonmembership in a labor organiza- 
tion shall not be a condition of employment. 

(c) In any labor dispute only employees of struck employer shall engage 
in picketing activities. 

(d) States to have power to regulate strikes and picketing in intrastate 
commerce. 

(e) Unions to be subject to antitrust and monopoly laws when acting 
in restraint of trade. 

(4) Social-security revision : 

(a) Amend social security and other applicable laws to eliminate in- 
equities therein. . 

(b) Eliminate use of social-security receipts for current expenses, and 
provide for investment thereof in Federal and State securities. 

(c) Self-employed shall not be compelled, but should be permitted, to 
participate on a voluntary basis. 

(d) Persons 65 years of age to be paid benefits irrespective of their 
earnings. 

(5) The Federal Government be prohibited from engaging in any business in 
competition with private enterprise. 

(6) Opposes further increases in postage rate, size, and weight regulations 
until investigation and report is filed; Congress to recapture from the Interstate 
Commerce Commission control of parcel-post jurisdiction. 

(7) An independent Federal Reserve bank and a currency, redeemable in gold, 
are essential to a sound economy. 

(8) Granting or guaranteeing of loans by the Federal Government, except in 
a national emergency is opposed. 

(9) Standby controls are opposed. 

(10) Elimination of Federal aid to education or other forms of Government 
subsidy. 

(11) The guaranty of freedom of speech does not justify teaching of subversive 
philosophies. 

(12) Opposed to compulsory health-insurance program. 

(13) Eliminate double taxation on corporate dividends. 

(14) Amend the Constitution to provide that all treaties shall be subordinate 
to the laws of the United States. 

(15) Commend the efforts of Congress to stamp out subversive elements and 
applaud adoption of new security regulations. 

(16) Approve the adoption of the Hoover Commission recommendations. 

(17) The present excess-profits-tax law should be permitted to end at its 
expiration date. 

(18) Federal public-housing projects should cease. 

We'll be glad at any time. before a congressional committee or otherwise, to 
amplify our recommendations and to present supporting data. 

Respectfully submitted this 4th day of May, 1953. 


NATIONAL SMALL BUSINESS MEN’S ASSOCIATION, 
De Witt Emery, President. 

Mr. Jacoss. The statement I wish to present here tonight calls at- 
tention to an important discrepancy in the Federal tax system. Dur- 
ing the post-World War II readjustment period, the base which was 
established for the excess-profits-tax calculation failed to recognize 
that small business had a readjustment problem. In very plain words, 
what happened was that small business, during its struggle to readjust 
34375 O—53- 14 
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itself to a peacetime economy was given a tax base which was totally 
unrealistic. I intend to show in my statement that in many cases the 
lack of recognition which was given to this particular small-business 
problem has amounted to confiscation of reasonable earnings. Most 
of the data submitted to support our contentions is based upon the 
quarterly industrial financial report series compiled by the Federal 
Trade Commission and Securities and Exchange Commission. The 
data purport to represent all United States manufacturing corpora- 
tions see based upon income-tax data compiled by the Treasury 
Department — to include approximately 50 percent of all busi- 
ness activity of our country. 

At this time I would like to put into the record the series for the 
years 1949, 1950, 1951, and 1952. 

Mr. Seety-Brown. Without objection, the items will be included as 
part of the record. 

(The data referred to follow :) 
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FEDERAL TRADE COMMISSION 


Lowell B. Mason, Acting Chairman, 
William A. Ayres, 
John Carson, 
James M. Mead, 
D. C. Daniel, Secretary. 





SECURITIES AND EXCHANGE COMMISSION 


Harry A. MaDonald, Chairman, 
Richard B. McEntire, 
Paul R. Rowen, 
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Edward T. McCormick, 
Orval L. DuBois, Secretary. 
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RATES OF PROFIT FOR MANUFACTURING CORPORATIONS 
BY SIZE GROUPS 


\ 
ae, 
™ 
X 
ae 
x x 
,+~ Pf -_~ ~“ 
s ™ ~ 
‘] T “geen ys 
7 : 
nee = 
’ 
= : 
.. 
ime. oles 
reget r 


ANNUAL RATES OF PROFIT BY SIZE GROUPS, 


RATIO OF INCOME AFTER TAXES TO STOCKHOLDERS Equity Y 


PERC ENT PERCENT 





— mae ~— 20 


1947 ‘46 ‘49 


a 





Under 4 Y- | I'- 5 5-100 100 & over All Sizes 
(ASSET SIZE GROUPS IN MILLIONS OF DOLLARS) 


A/ AVERAGE EQUITY FOR THE FOUR QuaRTER 0 sige 








198 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


QUARTERLY INDUSTRIAL FINANCIAL REPORT SERIES -- FOR ALL 
UNITED STATES MANUFACTURING CORPORATIONS 


FEDERAL TRADE COMMISSION 
SECURITIES AND EXCHANGE COMMISSION 


a oS 


Fourth Quarter -- 1949 











Introduction. - This report presents estimates of financial data for all 4 
Amer i manufacturing corporations for the fourth quarter of 1949. These esti- a 
mates are part of the continuing quarterly series of reports showing the financla : 
vharacteristics and operating results for all manufacturing corporations. 

Summary of annual changes between 1949 and 1948. - The combined four quarterly 4 
estimates of the financial results of manufacturing corporaticns for 1949 indicate 


a lower rate of activity and less profitable operations than in 1948. Sales l 

#49 are estimated to have dropped 7 percent under 1948 while costs and expense 

fell 5 percent. The net income after taxes is estimated at about $9.0 billion, or 
percent less than the $11.5 billion in 1948. Profits reached a low 


pint 
the second quarter and thereafter improved. 


The rate of return on stockholders’ equity for all manufacturing corporations 
in 1949 is estimated at 11.6 percent, a substantial drop from the 16.0 percent 








? 
1948. The rate of return was lowest for the smallest companies and these com- 
panies also showed the largest relative drop from 1948. The rate of return on l 
stockholders' equity in 1949 varied from 4.9 percent for companies with less than 7 
$250 thousand in assets to 13.5 percent for companies with $100 million or more 
in assets. Profits expressed in cents per dollar of sales also declined, amount- 
ing to 5.8 cents in 1949 compared with 7.0 cents in the preceding year. 
ALL MANUFACTURING CORPORATIONS f 
(Billions of Dollars) m 
it BUYS ee ieee ee). STEUTC TTT) PTETUTT «= s Meee 
OBTS «occ css © 0 0 os Gals 660 00 6 6 OED Coes eee eM cctocces 
Net operating profit ........e06. Boe ccccc eres Pe ccccvcce 
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Provision for Federal income taxes .........ccccccccccsccee 
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The motor vehicles and parts industry was the only one which showed an increase 
in profits in 1949. Net income after taxes for this industry is estimated at $1.1 
billion, 28 percent over 1948. All other industries showed declines, ranging from 
58 percent under 1948 for the textile mill products industry to 2 percent for the 
tobacco industry. Twelve of the remaining 19 industries showed declines of 20 per- 
cent or more; the largest declines, from 40 to 50 percent, were for lumber and wood 
products, furniture and fixtures, leather and leather products, and miscellaneous 
manufacturing. The decline from 1948 in reported profits of the primary iron and 
steel industry reflects in part the inclusion of accelerated depreciation for the 
first time. If adjustments are made for this factor, the decline in iron and 
eteel profits would be 20 percent instead of 25 percent. 
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The pattern of quarter to quarter changes in profits was even more irregular.1 
Four industries, electrical machinery, rubber products, textile mill products, and the 
non-ferrous metals groups had profit increases of more than 50 percent. On the 
other hand, only one industry, printing and publishing, had a profit drop of over 
50 percent. Four others, apparel, food, iron and steel, and motor vehicles and 
parts, had decreases of between 20 percent and 50 percent. 


Ratio of current assets to current liabilities. - The ratio of current assets 
to current liabilities continued to increase but the rate of increase was much less 
in the fourth quarter than in the other quarters of 1949. At the end of tire fourth 
quarter the ratio was 3.08. 


1/In comparing quarterly profits for 1949 with 1948 it should be noted that the 1949 profits 
reflect charges for accelerated depreciation on the part of some companies in certain indus- 
tries. In the steel industry such charges are known to be large enough to produce a substantia 


effect upon total profits, as is indicated on page 1. 
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TABLE 8. Ratio of current assets to current liabilities by size 


classes - ; 
t 
fourth quarter 1948 and four quarters 1949 


Ratio of current assets to current 


Assets class liabilities at the end of: 


(thousands of dollars) 
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1,000 to 4,999 
5,000 to 99,999 
100,000 and over 





TABLE 9. - Ratio of cash plus Government securities to total current liabilities - 
fourth quarter 1948 and four quarters 1949 
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NOTES TO QUARTERLY INDUSTRIAL FINANCIAL REPORT SERIES 


Methods. - These estimates are based on a sample of manufacturing 
corporations reporting either to the Federal Trade Commission or the 
Securities and Exchange Commission. Since they are based on samples, 
the results are subject to sampling fluctuations. Consequently much 
significance should not be attached to small differences between quarters 
or between groups within a quarter. A detailed statement of the methods 
and sampling errors is given in a technical appendix, copies of which 
are available upon request to the Federal Trade Commission or the 
Securities and Exchange Commission. 


Comparability with other series of financial data. - Questions 


have been raised as to the reasons for the differences between some of 
the data in this series of reports and data for the same items in other 
Government financial series. 


There are some differences in the concept of profits as reported 
by the Department of Commerce in its national income series and profits 
in this series. In general, profits in this series follow the usual 
accounting definition of profits. The national income concept of profits 
is based on Bureau of Internal Revenue concepts but adds to this deple- 
tion allowances and the net differences between capital losses and 
capital gains. In the national income series dividend receipts, both 
foreign and domestic, are subtracted from income. 


There is also a difference in the estimates of sales due principally 
to the fact that this series is on a consolidated basis while the Com- 
merce estimates are on an unconsolidated basis and consequently reflect 
intercompany sales. 


Surplus Reconciliation. - In tables 1, 2, and 3 will be found 
estimates of surplus at the opening and closing of the quarters. The 
estimates for surplus at the close of a quarter usually do not agree 
with the surplus estimated for the beginning of the following quarter, 
although actually the closing and opening are the identical point in 
time. The reasons for this discrepancy are explained in detail in the 
report for the second quarter of 1948. Briefly, the reasons are (1) 
the nonidentical character of the companies included in the sample for 
successive quarters; (2) the effects of existing corporations going out 
of business and new corporations coming into business; (3) the effects 
of corporate reorganization. Adjustments for the latter two causes are 
always taken into account in the beginning surplus of the quarter in 
which the event occurred. For example, if a new corporation enters 
business in the middle of a quarter, its opening surplus is included 
with the surplus of all corporations actually in business at the begin- 
ning of the quarter. 
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FEDERAL TRADE COMMISSION 
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RATES" OF PROFIT FOR MANUFACTURING CORPORATIONS 
BY TOTAL ASSET SIZE GROUPS, BY QUARTERS, I947-1950 
PERCENT . —-— —-e Ae = a e - oe ae — PERCENT 


ALL SIZES 











LAffer Taxes’ 


1967 1949 1950 1950 


++ Rano of income before and after foxes to stockholders’ equity an an annual rote besis, (bosed an quorterly rates. fable 4. multiplied by four ) 
* Thousands of dollars. 
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FEDERAL TRADE COMMISSION 
SECURITIES AND EXCHANGE COMMISSION 


QUARTERLY INDUSTRIAL FINANCIAL REPORT SERIES -- 
FOR ALL UNITED STATES MANUFACTURING CORPORATIONS 1 


See 
hen Be 


1. CHANGES IN 1950. Net income before federal taxes was 61 per- 
cent higher in 1950 than in 1949 ($23,218 million compared to $14,437 
million). Profits increased in every manufacturing industry. They 
ranged from a 12 percent rise in printing and publishing to a 141 per- 
cent rise in rubber products. Other manufacturing industries in which 
net income before federal taxes increased by more than 100 percent were 
lumber and wood products, primary nonferrous metals, and electrical ma- 
chinery. As for changes by size of corporation, the percentage in- 
creases ranged from 69 percent to 72 percent in every asset size class 
except those manufacturing corporations with assets of $100 million and 
over, where the increase in profits was 53 percent. 


Rah ace 


The impact of excess profits taxes and higher income tax rates on 
corporate earnings was reflected in net income after taxes, which was 
43 percent higher in 1950 than in 1949 ($12,865 million compared to 
$9,021 million). Every manufacturing industry but one (tobacco manu- 
factures) showed an increase in net income after taxes. 


Inventories at the end of 1950 ($31,219 million) were $4,794 million 
higher than at the end of 1949. Total current assets at the end of 1950 
($74,208 million), moreover, were $13,590 million greater than at the 
end of 1949, while total assets ($126,278 million) were $16,544 million 
larger than at the end of 1949. 


Since only part of earnings was distributed as dividends, earned 
surplus increased from $40,248 million at the end of 1949 to $46,204 
million at the end of 1950 -- an amount larger than capital stock and 
capital surplus ($37,254 million) and more than eight times the dividends 
paid in 1950. (Dividends paid in 1950, however, were 25 percent higher 
than in 1949 -- $5,652 million compared to $4,510 million. Dividend pay- 
ments in 1950 increased in all sizes of manufacturing corporations except 
in the smallest asset size group). 


Earnings in 1950 yielded a 15.4 percent rate of return on s tock- 
holders' equity after taxes and a 27.9 percent return on stockholders’ 
equity before taxes. Both were considerably higher than the comparable 
figures of 11.6 percent and 18.6 percent, respectively, in 1949. As in 
1949, the rate of return on stockholders equity (both before and after 


1/This report presents estimates for all United States manufacturing corporations for the 
fourth quarter of 1950. Comparable data for certain preceding quarters are also presented 
for the purpose of facilitating comparison. These estimates are a part of the continuing 
quarterly series of reports showing the financial characteristics and operating results for 
all United States manufacturing corporations. 


Under this coordinated program, data for manufacturing corporations registered with the 
Securities and Exchange Commission are collected by that agency, while the Federal Trade 
Commission obtains comparable information from a carefully selected sample of small, medi 
and large non-registered manufacturing corporations. The series began with the first 
of 1947 and is intended to meet the general needs of the government and the public fo 
rent and authoritative financial statistics. 
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taxes) was lowest r tne na t orporation i highest for the 
ar + Orr re i¢ e- ac _ ++ — re y } , eme » b 
larges orporations; as for the groups in between, the smaller the 
asset size class, the smaller was the rate of return. 












1ANGES Sales of all manufacturing 
rporations cont oo ed to it at a slower rate than in the 


preceding quarter; five percent as compared to 12 percent. However 
the 1950 fourth quarter sales ($51,157 million) were 34 percent greater 
than the fourth quarter 1949 sales ($38,165 million). 





Net incor before federal taxe: howed an increase of about 16 per 
uarter, whereas net income after federal taxe 
od by five percent. This decline is explained 
: few corporations reflected an estimate for an- 
ticipated excess profits taxes in the third quart most of them waited 
intil after the law was passed in December 1950 and gave full effect t< 
it at the end of the fourth quarter. 








Inventories at the end of the fourtn quarter were estimated at 
$31,219 ai ilien, an increase of 14 percent over the end of the third 
yarter and 18 percent over inventories at the close of 1949. 





GES BY SIZE CLASS. Just as for all manufacturing corpora 
tions, each asset size class showed an increase in sales in the fourttl 
quarter as compared to the third quarter of largest p 
age increase (8.6 percent) was in the middle ass (total asset 
to five million re and the smallest (0.4 percent) was ir 
t size class (total assets under $250,000). This is unlike 
increase eters between the second and third ; 
L9E when the smallest size class showed much the largest 
increase. 
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-orporations in the two smallest asset size groups showed decreass 
this quarter in income before f a axes. For the smallest asset 
size class !t amounted to a decrease of 38 percent and for the one- 
fourth to one milliondollar asset size class it amounted to a decrease 
of six percent. The increases registered in the other three asset size 
5] ses varied from 16 to 2l percent. Net income after federal taxes, 
on the other hand, showed a decrease in four out of the five asset size 
‘lasses ranging from 59 percent for the smallest to two percent for those 

ith assets of from one to five million dollars The asset size group of 
five to 100 million dollars was the only one showing an increase (three 
percent). 
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Profits before taxes expressed as a rate of return on stockhold 
equity increased over the preceding quarter in all except the two 
smallest asset size classes For the two largest size classes and for 
all sizes combined, the 1950 fourth quarter ratio was larg t 
any quarter since the series, which began in 1947, has be 

as not true for the ratios of profits after taxes wh 
decline from the third quarter in all but one of the e 





4. INDUSTRY. Changes in total net sales between the 
third and arters of 19% showed a considerable variation in the 
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fourth quarter figures are compared with those for the i9 f 








or quarter, however, al f the industry grou; how { 
percentages varying from a low percer f t 4 
ing) to a high of .l percent (for primary ir t 

er- Four industry groups had incre s falling tweer t 
percent. For nine of the ind ri increa W i é t 
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TABLE 6. - Profits per dollar of sales by size classes - 
fourth quarter 1949 and four quarters 1950 






Profit in cents per dollar of sales 


Before Federal taxes 












After Federal taxes 


4th Qjls area” Sra Qj4th Q 
1949 1360" 4 


Assets class 











(thousands of dollars) 





ALT SIMS Coss ee vc scece 


BQO BOD. dcdcbcondcwecceneee 
BED CO GES ccbcccccwcecevnss 
1,080 te 6,680 deccdcscdviie’ 
5,000 to 99,999 .....seseees 
100,000 and over .........-. 
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TABLE 7. - Profits per dollar of sales by industry groups - 
fourth quarter 1949 and four quarters 1950 


Profit in cents per dollar of sales 


try Industry 
C 4th Qilst Qj2nd Qi3rd Qj4th Qj4th Qjlst Qj2nd Qj3rd Q 
° 1949 |1950 {1950 |1950 |1950 |1949 |1950 |1950 |1950 
All manufacturing 
industries 9.3 |10.1 |11.8 {13.5 [14.9 6.2 


21 | Tobacco manufactures ... 
Textile mill products .. 

23 | Apparel and finished 
textiles 

24 | Lumber and wood products 

25 | Furniture & fixtures ... 

26 | Paper & allied products. 

27 | Printing & publishing 
(except newspapers) 

2@ |Chemicals and allied 

products 

Products of petroleum 


8 


Rubber products 

Leather and leather 

products 

Stone, clay & glass 

products 

Primary nonferrous metal 

industries 

Primary iron and steel 

industries 

Fabricated metal 

products 

Machinery (except elec- 

trical & transportation) 

Electrical machinery ... 

Transportation equip- 

ment (except motor 
vehicles) 

371 |Motor vehicles & parts 
Instruments; photo and 
optical goods, watches 
and clocks 

39 |Miscellaneous manufac- 

turing (including 

ordnance ) 
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TABLE 8. 





- Ratio of current*assets to current liabilities 
fourth quarter 1949 and four quarters 195 










Assets class 


Ae ERP ts ase hie hed! 


(thousands of dollars) 
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j TABLE 9. - Ratio of cash plus Government securities to total current liabilities - 
fourth quarter 1949 and four quarters 195¢ 
| ] Ratio of cash plus Government 
securities to total current 

: 3 Assets class liabilities at the end of: 
| 

$ (thousands of dollars) 
j 
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b= 1 BO BED accvesvcccasseccecccccoserescccstccecesesseose 
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ia | UP erry eee Peet ee ee 

io 5,000 CO 99,999 cccecesecscrereeesereserenssesseseseces 


LOD Ge? GRE GEOR cc cdccasesccccresccecncessconscesceces 













































> | a. 
/9 xt 
30x} 
ieee aco 361 JO o7By 
8 
Bs 
: . rE J 3 @010d 
2 Sze "ee 29 
D | e 44907g 
= 139‘ Tc 4 
S 39 pied 
< eat | tz 
o 1 eN 
= wt) 
oo) ISE 9Td 3 
= etz‘e2 | Lop eT ‘ aea‘ort| 190° t,t : a : ; nad ; . 4 40J TAOId 
—__——_}+- j ~ : ave ¥ 2 S By ay 810jJ6qQ oD Jt 30N 
aa L9 Tart ew 1} Jey 
= m9‘e | 6Ie*T | Sé6z‘et 8. , on 
er ; 
s Lz 6St| evs Opl| eae Let dx 
. 3 é : 3 > 8 83 04 
L 648°TST| T98‘bST] 29's t am 
' S61 T 6v6T Brel } l 
Z ened 
—_— — ——— —S 
° 
seZts TTy 
iw omni ‘ 
le} 
> toes — ne — 
uo _ a 
t) ONI 40 LINGMGLVLS (TUSNSINOO 
~ 
me T - —— -™ T T T 
| “ | | - aan 
E | |; te | 6°? é Tee sexe} 
2 | | eije Aatnbe ¥ 3° O37 8Y 
64 oe ee +—— + - + + + 
. S 9 ¢ ¢ r eTes 
— %; my ay pj, . T aatyT Tl a eT ae 
t | 32? Bol’? obo? 368 609 322 i twWe'T eseieae) Ayinbe 19p [OWUNI0Ig 
a | TPT 
E | v wd JODTA 
a | c ) IKE euc 1°N 
a +> 
3 |= a 4 J UO;STAold 
x fc 36 } ad 10J ou u ON 
ry = +— 
é npe pwWOSUT 210eU3 
Cae «x | oof 4 13 Bledo 4ON 
© Til ere’ reer 
} 3 ixe@ put 180 
: 20 TT ‘ 
oe ve l STS ON 
o | T 
ft) | BvE ve 
a 4 i 
a 3 
ww ie A 
eBuvy sj iessy 
_ icieneam 
° — - - = — i 
a . SUVTIO0 4 INOITTIN NI SONSCIAIC GNV SNOONI JO JNGWAUVLS G3SN3 






EFFECT OF PRESENT TAX STRUCTURE ON SMALL 


NOTES TO QUARTERLY INDUSTRIAL FINANCIAL 


Methods. - These estimates are based 


< a 
corporations reporting either to the Federal Trade 


Securities and Exchange Commission. Since they 
the results are subject to sampling fluctua 
significance shou'd not be attached to small 
ters or between groups within a quarter. 
methods and sampling errors is given in a techr 
which are available upon request to the Federa 
Securities and Exchange Commissioc 


Comparability 
been raised as to 
data in this series of reports and data for the 
ernment financial series. 










There are some differences in the yncept 
(which in general, follows the usual a inti 


and that in the national income estimat« f the 


(which uses this series as basic data). The nat 
profits is based on Bureau of Inter é 
depletion allowances and the net di 
capital gains. Dividend receipts, both foreign 


tracted from income in the national income serie 





There is also a difference in the estimate 
to the fact that this series is on a consolida 


ment of Commerce estimates are on an unconsolida 


quently reflect intercompany sales. 


Surplus Reconciliation. - In tables l, 
mates of surplus at the opening and closing 


mates for surplus at the close of a quarter usuall 


the surplus estimated for the begin: 
actually the closing and opening are the 





reasons for this discrepancy are explained in det 
the second quarter of 1948. Briefly, the reasons 


cal character of the companies included in the 
quarters; (2) the effects of existing 
and new corporations coming into busines 
reorganization. Adjustments for the latter tw 





into account in the beginning surplus of the quar 


with other series of financial 


the reasons for the difference 





occurred. For example, if a new corporation enters 


of a quarter, its opening surplus is included witt 
‘orporations actually in business at the beginnir 
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CHART | 


ANNUAL RATES OF PROFIT ON STOCKHOLDERS’ EQuiITY, 
MANUFACTURING CORPORATIONS BY ASSET SIZE CLASS, 1947-195) 


PERCENT 


PERCENT 


ALL SIZES UNDER $250,000 


40 





1947 1948 1949 1950 195! 1947 19486 1949 1960 195! 
so so 
$250,000 - $999,999 $|,000,000 -$4,999,999 








1947 1948 1949 1950 195! 1947 1948 1949 1950 195! 


$5,000,000 - $99,999,999 $100,000,000 & OVER 





1947 19486 1949 1950 195) 1947 1948 1949 1950 195! 


“Federal income ond excess profits taxes 


Source Table 3 Federal Trade Commission - Securities and Exchange Commissior 
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254 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


Table 35. - ANMWUAL RATES OF PROFIT ON STOCKHOLDERS’ BQUIT!, MANUFACTURING CORPORATIONS BY ASSET SIZE CLASS y 


(Percent ) 


Ascot site class 


$1,000,000 to $4,999,909 .. 
$6,000,000 to $99,999,999 . 
$100, 000,000 and ower ..... 


Table 4. - ANNUAL RATES OF PkOFIT OM STOCKHOLDERS’ EQUITY, MANUFACTURING CORPORATIONS BY IMDUSTRY GROUP 1/ 
(Percent ) 


All mamufecturing industries ...cccccrecereses 


FOOd cecceererecccerecereesreserseesesseeeserseeeee 


Textile-mill products ..... 
Apparel and finished textiles 
Lamber and wood products «..sss+-+s 


Purniture and fixtures ...... 

Paper and allied products sssesecssererere 
Printing and publishing (except newspapers) . 
Chemicals and allied producte 4... -seceseses 
Petroleum reLiming oo. secccceseecrscenessesasesaaee 


Products of petroleum & coal(except pet. refining), 
Rubber products ceccceccccsesccesesecssesesesseeses 
Leather and leather products ... 

Stone, clay, and glass products ... 

Primary nonferrous metal industries ...sssceseeceee 


Primary iron and steel industries . . 
Fabricated metal products ....+s+eee-s . 
Machinery (except electrical) ........ 

Blectrical machinery o.-cccseeesesereees . 
Transportation equipment (except motor wehicles) . 


Motor vehicles and parts ..ssseceessere 
Instruments;photo. & optical goods;watches & clocks 
miscellaneous manufact ng (including ordnance) .. 


Table 5. - PROFITS Pak DOLLAR OF SALZS, MAWUFPACTURING COKPORATIONS BY ASSET SIZE CLASS 


Asset size class 


All asect sises 
Under $250,000 ........ 
$250,000 to $999,999 
$1,000,000 to $4,999,999 ... 
$5,000,000 to $99,999,999 . 
$100,000,000 and OWOT seseeecsescceucces 


J/ Annual rates derived by multiplying quarterly rates by four. 
2/ Federal income and excess profits taxes. 
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Table 6. - PROFITS PEk DOLLAR OF SALES, MANUFACTUAIMG COKPOLATIONS BY INDUSTKY GhOUP 


(Cents) 
Before 


Industry Q hg rd Q] 4th Q 
1 1961 1961 


POOd coceceseceessesececessnes 
Tobacco manufactures . 
Textile mill products . 


Lumber and wood product® ..ssrececerececeses 


Furniture and fixtures ..cseseesecccesvecens 

Paper and allied products .sesescscesecess ° 
Printing and publishing (except newspapers) ....... 
Chemicals and allied products sscsscseresenveeveees 
Petroleum refining o-seccconececewssneenceseesveces 


-—-_— & 
120% 
.° 


Products of petroleum & coal(except pet. refining) . 
kubber products sescsecsceess 

Leather and leather products 

Stone, clay, and gless products 


~ 
° 


hoe 
Oanc 
NO AOD 


17.8 16.6 
Fabricated metal products ..... . 14.4 13.1 
kachinery (except electrical) . ° 15.4 6 14.5 
Electrical machinery o..cscsssccesscecscsecesece 18.6 é 12.2 
Transportation equipment (except motor vehicles) ../| 10.8 8.2 








Lotor wehicles and parte cscscecccesesscssceccesess | 18.5 15.8 
Instruments;photo. & optical goods;watches & clocks | 18.7 15.6 
Miscellaneous manufacturing (including ordnance) .. | 13.7 13.8 }|11.38 


Table 7. - RATIO OF CUKRENT ASSETS TO CURRENT LIABILITIES, MANUFACTURING CORPORATIONS BY ASSET SIZE CLass 


katio of current assets to current 
liabilities at the end of: 


Asset site olass and Q] Sra Q! 4th Q 
1951 | 1953 


$250,000 to $999,999 ..... 
$1,000,000 to $4,999,999 .. 
$5,000,000 to $99,999,999 . 
9100,000,000 and over . 


Ratio of cash plus goverment secu- 
rities to total current liabilities 


Asset size class at the end of: 


All asset sizes see eerereererees 


Under $250,000 . 

$250,000 to $999,999 
$1,000,000 to $4,999,999 . 
$5,000,000 to $99,999,999 . 
$100,000,000 and over .... 


J/ Federal income and excess profits taxes. 
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TECHNICAL NOTES 


VAL iPad 


This report presents estimates for all United States manufactur- 
ing corporations. Comparable data for this and four preceding quarters 
are presented for the purpose of facilitating comparison. These es- 
timates are a part of the continuing quarterly series of reports showing 
the financial characteristics and operating results for all United State 
manufacturing corporations. 


Under this coordinated program, data for manufacturing corporation 
registered with the Securities and Exchange Commission are collected by 
that agency, while the Federal Trade Commission obtains comparable in- 
formation from a carefully selected sample of small, medium, and large 
non-registered manufacturing corporations. The series began with the 
first quarter of 1947 and is intended to meet the general needs of the 
government and the public for current and authoritative financial sta- 
tistics. 


Methods. - These estimates are based on a sample of manufacturing 
corporations reporting either to the Federal Trade Commission or the 
Securities and Exchange Commission. Since they are based on samples, 
the results are subject to sampling fluctuations. Consequently much 
Significance should not be attached to small differences between quar 
ters or between groups within a quarter. A detailed statement of the 
methods and sampling errors is given in a technical appendix, copies of 
which are available upon request to the Federal Trade Commission or ths 
Securities and Exchange Commission. 





li fi 
been raised as to the reasons for the differences between some of the 
Jata in this series of reports and data for the same items in other Gov 
ernment financial series 
There are some differences in the concept of profit in this seri 
which in general, follows the usual accounting definition of profits 


and that in the national income estimates of the Department of Commerce 
(which uses this series as basic data). The national income concept of 
profits is based on Bureau of Internal Revenue concepts but adds to thi 


al a rece ar 4 “Oa a Cc t< 1A > . na 
depletion allowances and the net differences between capital losses an 





capital gains. Dividend receipts, both foreign and domestic, are sut 
tracted from income in the national income series 
There is alsoa differ in t ima i j [ 
) V > tr fact r + . i y i ‘ ‘ A ‘ 
:partme f Commer im r 2 inco i 1 
} tly ref inter npa i 
r R . ‘ fart y o 
Surplus | iliation. I 
: ‘ Rae 













actually the closing and opening are the identical 
reasons for this discrepancy are explained in detail in the report for 
the second quarter of 1948. Briefly, the reasons are (1) the noniden 
tical character of the companies included in the sample for successive 
yuarters; (2) the effects of exist 1 
ness and new corporations coming into business; ; he effects of 
porate reorganization. Adjustments for the latt 


pl 

ey _narnaratiana seating aut 

ing corporations goin ] 
‘ ¢ 


= 
4 


t A 
aken into account in the beginning surplus of the quarter in whict 
| event occurred. For example, if a new corporation enters business Ir 
the middle of a quarter, its opening surplus is included with the r- 
fall corporations actually in business at the beginning of 
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INCOME AND SURPLUS 


Sales (net of returns, allowances, and discounts). .... . 
Deduct: Cost of goods sold. . . 2. 2. 6 se se we we ee ee 


Gross profit from operations . . . 
Deduct: Selling, general, administrative, “and other ‘expenses 


Net profit from operations... ... + +s seee#e 
Other incgme or deductions (net). . . . . . . «> 


Net profit before Federal income and excess profits taxes . 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes . . 


Add: Earned surplus and surplus reserves at close ‘of Preceding period 4, 


Beduct: Cash dividends charged to surplus. . 
Other direct charges or credits to surplus (net) 


Earned surplus and surplus reserves ai end of period. 


Amortization of emergency facilities eee after January 1, 1950. 
Other depreciation and depletion . . . .réie es = ° 


Total depreciation and depletion . 


ASSETS 


Cash on handandinbank . . 
U. 8. Government securities, including Treasury savings. notes 


Total cash and U. 8. Government securities . 


Receivables from U.S. Government. . . . . «s+ «© «© « 
Other notes and accounts receivable (met) . . . . . «+ + 
Inventories. . . ia Gh o Calta aoe & 2 ae. OTe 
Other current assets eee eee oe a a 
Totalcurrentassets ....+ + + © © © # « 
Property, plant, and equipment... . diet, Oh wee 


Deduct: Reserves for depreciation and depletion oes 
Total property, plant, and equipment (net) . 
Other non-current assets 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Advances and prepayments, U. 8. Government. Jian 5%. ad H 
Other notes and accounts payable. . . a se 
Federal income and excess profits taxes accrued oes 


Other current liabilities . . . . 65% ack ia i - f 
Total current liabilities. . 2. . © + © s+ © © © we we 
kone Sep eamE a > ap Gene pas ah hn aoe 
Other long-term debt . . . ° ee ee 
Reserves not reflected elsewhere. . ee Se 
Capital stock, capital surplus, and munortty interest 
Earned surplus and surplus reserves . . 
Total stockholders’ equity. . . . . . + s-s 
Total liabilities and stockholders’ equity. .... =. 
WORKING CAPITAL 
Excess of current assets over current liabilities. . . . . 


See footaotes on page 20 



































Table j. PINANCIAL REPORT POR MANUPACTUR IN 
- ‘ 2 will 
All asset sizes 
Tt 
[ bal and Q ord@ | ath @ 
1952 952 | 1952 
62, 797 60, 576 61,413 60, 71 67, 478 
48,918 47, O78 48, 043 47,757 53,3 
> — oe —— + 
13, 880 13, 498 13,370 | 12, 960 14, 142 
7, 769 7,543 7,792 7,662 i 6,519 
T T + + 
6,111 5,955 5,578 5, 299 5,624 
| 251 54 102 107 1” 
+ T + + + 
| 6,361 6,009 5,680 5, 406 5,818 
~~ 3,622 3,447 3,084 | 2,817 | 2,882 
. t et } + + 
2,739 2,562 2,597 2,590 2, 965 
128 54, 434 55, 787 56,447 57, 506 
1,848 1, 259 1, 267 1,231 1, 730 
339 72 330 108 432 
inn ~+— + + + 
54, 681 55, 666 56, 786 57,697 j 56,310 
ae pe pe nh 
$1 2/| 69 2 92 2 123 155 
‘| 1,270 2/| 1,213 2 1, 250 2) 1,266 | 1,349 
. - — —————-~-+ —- + + 
1,321 2/ 1, 282 2, 1,342 2/ | 1, 389 3/ 1, 504 
—— pe le 
| | | 
| 14,873 14,262 | 15, 255 15, 231 15, 107 
12,874 12, 160 11,337 11,546 12, 189 
h — + + + + 
| 26,592 26,777 27, 296 
at canine 
1,913 | 2,004 | 2,295 
20, 154 22,151 | 21,414 
wliente + 
22, 067 24, 235 23,709 
+ HH + 
42,808 | 42,741 44, 128 
2,176 | 2,364 2, 428 
97, 561 
Aenal 
. > | 104,686 
44, 702 45,743 46, 415 
: 3 eres 
55, 718 56,710 58, 271 
ae pepodamnelboment 
| 10,182 
+ 4+——— | 
159, 697 163, 245 165, 965 
— 
} ] | 
| 6,412 6.618 | 5,950 6, 183 6, 489 
se | Ati | 1,343 | 1, 467 1,508 
12, 808 12,497 | 12,312 13, 229 14, 418 
° 16,493 | 14,852 12,968 | 13, 127 13, 082 
6,014 6,472 6,884 | 1, 282 7, 135 
. a 1 
| i 
| 42,603 41,750 | 39, 437 41, 288 42, 586 
| } 
2,677 3,099 | 3,333 | 3,361 3, 484 
-| 10,672 se | | igist | 12,713 13, 452 
1,612 1, 386 1,348 1, 448 1, 381 
© a a eens none _S 
—— + —T T 
‘ 57, 564 57,404 | 56, 249 56, 810 60, 90 
i ened 2 eee nee 
2,418 | 2,452 , 486 2,573 2,274 
43,482 43,714 “4,176 | 44, 165 44, 481 
54, 681 55, 666 56,786 | 57,698 58, 310 
r —$—— —Ssaaeeeeeeeeeeeeeeeeeeee — 
| 100,581 101, 832 103,448 | 104,436 | 105,065 
-[somsser | ronese | somes | 010s | os.005 | 
: 158, 144 159, 325 159, 697 163, 245 165, 965 
ens = a 
| 
' 
52,485 53.486 | 54,296 | 54,829 | 54,978 
4 4 l fies B 
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RPORATIONS BY ASSET SIZE CLASS 


lars) 


Under $250, 000 $250,000 - $999, 990 





$1, 000,000 - $4, 999, 990 


lor 
— 














4 \ * - + Y 5 , Y ’ 7 ' , 
qn QQ ist @ m8 ora @ | ath @ am Oy it @ od @ gra Q ath @ fath QL) tet @ md 8 red @ | ath @ 
95 1982 1952 1981 1953 52 1982 ies 
, ~~ - a i cian aeeenatl 
3,917 3 3, O83 5, 649 5,935 8, 682 4,776 8,408 | 9.082 
a6 . ORS 4,39) 4, 700 6, 920 7.82 6,722 7,28 
} ; ; ‘ ; ; ; ‘ 
ase 980 oe oes =| 1, 043 j 1,908 i,m 1, 328 1, 258 1, 288 a 1, 1, 6m 803 
aye 822 828 8i4 65 «6 1.082 959 1,001 ass 1, 070 ise 1, 166 1,243 | 1,270 
9 128 167 a4 7% | 22 82 28 303 168 583 578 sal 833 
4 ‘4 ‘ 3 | is 10 6 12 6 s 
§ 62 126 it) 188 $1 } 237 292 329 315 71 sos nae nee $31 
j 3 58 67 7 ST 169 176 186 173 93 67 353 ai 308 
0 7 io 110 23 68 116 43 42 738 28 231 23 az? 
35 1,232 1,304 1, 306 1,311 { 3,686 3, 576 3, 596 5, 400 3, 6ag 6, 99 7, 197 7,042 7.200 
: 23 6 ul 10 2 | 78 z 32 3 7 ’ 81 4 140 
3 38 19 18 18 43 4a s4 2s “8 186 20 33 as me 
} + + + + } ; } ; ; ; ; 
1,392 | 1,270 3, 628 3,612 3, 683 3, 750 3, 531 162 1, 24 1.242 | 7. 280 
4 $ } mae = + + * . , . , - * ‘4 
0 r 0 0 o | i - 2) ; 2 ‘ ‘6 af 7! ” 
81 $2 87 39 « | 91 oa 78 80 a4 128 2 2k im 7 
} " + + + 4 ; + ; } } 
| 81 52 57 59 66 | 92 81 80 3) a3 86 128 2 im 2 135 138 
t + man * + ; 
690 631 717 768 773 
TT 78 83 a4 82 
} + + } + 
| 67 709 800 852 855 
2 r + + ? + 
‘ 52 23 26 48 36 
; | 1,234 1,351 1, 266 1,467 | 1,393 
. | | | | | 
2 1, 286 1,374 | 1,312 1,515 | 1,429 
. 1 } + + + . 
‘ 607 1,627 1,588 1,644 | 1,536 
$ 102 121 108 112 112 
k + + + + 
i 
i 3, 762 3,831 3, 808 4,123 | 3,932 
j fe } + + + + 
3 2,931 2,889 | 3,055 3,122 | 3,068 
1, 221 1,204 1,283 1,308 | 1,275 
{ 4 + ¢ + + 
$ 710 1,685 1,802 1,816 | 1,793 
4 } + + + + 
5 | 269 260 217 263 263 
q @ r Tv ? + + 
5. 
4 — 
j 278 334 264 ae | 2 
; 4 + 10 13 16 
238 1,283 1,240 1,427 | 1,358 
226 185 194 245 237 
222 246 7 289 300 
r + + ~— t 
1,978 2, 087 1,965 2,273 | 2,170 


2,900 2,956 2,875 3,028 2, 806 5, 208 4,004 4,745 4,787 | 4,999 


78 284 308 336 310 


280 164 38 138 129 


6,450 6,052 5 619 5,878 | 6,031 


120 104 it 108 ” 





: | 4,779 4,240 | 4,195 4.172 | 4,178 
5 7,06 7, 162 7.24 | 1,242) 7.250 
4 } + + + + ; 
| 4 11,475 | 11.508 | 11,560 11,519 |11, 526 
925 17,559 17,378 17,399 | 17,554 
‘ a a ce | 
{| a 


6,658 | 6,583 
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INCOME AND SURPLUS 


Sales (net of returns, allowances, and discounts) 
Deduct: Cost of goods sold . 


Gross profit from operations 
Deduct: Selling, general, administrative, and other ‘expenses 


Net profit from operations 
Other incgme or deductions (net). 


Net profit before Federal income and excess profits taxes 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes 


Add: Earned surplus and surplus reserves at lose ‘of preceding period 


Deduct: Cash dividends charged to surplus 
Other direct charges or credits to surplus (net 


Earned surplus and surplus reserves at end of period. 


Amortization of emergency facilities completed after January |, 


Other depreciation and depletion 
Total depreciation and depletion 


ASSETS 
Cash on hand and in bank 


U. 8. Government securities, including Treasury savings notes 


Total cash and U. 8. Government securities 


Receivables from U. S. Government 
Other notes and accounts receivable (net) 


Total receivables . 


Inventories 
Other current assets 


Total current assets 


Property, plant, and equipment 
Deduct: Reserves for depreciation and depletion 


Total property, plant, and equipment (net) . 
Other non-current assets 
Total assets . 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Bank loans payable within one year 
Advances and prepayments, U. S. Government. 
Other notes and accounts payable. . . . . 


Federal income and excess profits taxes accrued 
Other current liabilities 


Total current Liabilities. 
Loans from banks due in more than one year 
Other long-term debt 
Other non-current liabilities . 
Total liabilities 
Reserves not reflected elsewhere . : 
Capital stock, capital surplus, and mixority interest 
Earned surplus and surplus reserves ‘ 
Total stockholders’ equity . 
Total liabilities and stockholders’ equity 
WORKING CAPITAL 


Excess of current assets over current liabilities . 


See footnotes on page 20. 
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ath @ 
1951 
a 
3,890 
033 
+ 

85 320 839 

516 | 1 49€ 479 i 525 

M1 309 324 292 314 

2 | i ) i Q 
43 308 324 92 314 
209 186 199 72 168 
, + + £ 

13 22 23 120 46 

630 3, 447 3, 556 65 3,62 

106 4 5 47 94 

23 3 19 33 
3, 64 2, 500 f 
Re = + = + 
2 < 4 4 
60 2 5 54 5 
62 2 52 55 2 58 59 
re + —_—— 

925 439 93 o2¢ 940 

9 ” 49 505 515 

16 345 426 L, 455 

b + + + + at 
05 84 74 4 80 
395 344 36 42 1, 385 

+ + + + 
500 428 436 7 465 
- - + + + . 

2, 872 700 593 2, 584 647 

139 137 129 34 134 

} + + + ’ 
6, 027 6 584 5,744 701 
+ + + + 
4, 335 4, 196 4,334 4, 369 4,32 
849 771 825 849 83 
+ + + + 
2, 486 2,425 509 52¢ 2. 488 
+ ~ + + + 
558 507 §23 53 548 
. + + + + - 
8, 795 8 
ag = 
569 498 448 468 a 
18 12 6 31 
69 57 5 : 
4 65 646 690 136 
1, 001 836 77 767 738 
306 74 290 315 309 
Ppernnecteeninitenieciniayfhonemmaseeas i + 
2,588 2,277 172 2 2,2 

174 184 182 186 99 

325 307 323 334 319 

62 60 48 49 53 

- + —+ + + 
3,149 2, 828 2,725 2, 840 856 
= - + — enn — 
103 ‘ 91 i 14 105 
2,172 2,125 161 2,137 2,138 
3.646 3,500 3,619 3, 706 3.639 
= - + ae 6 tT tT 

5, 921 | 5, 716 5, 890 5, 957 5, 882 
— ~ +-—_---— + +—- — + 

9,071 8,545 | 8.615 8, 795 
— == = = - oe —-- = - —¥. 

3,439 | 3,336 3,412 473 3, 426 
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CORPORATIONS BY ASSET SIZE CLASS 
jollars) 
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$49, 999, 999 
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266 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 
Table 2. FINANCIAL REPORT POR MANUPACTURIN 
einceinen — " sie . meme ———— 
All industries 
| - . TP antite ‘ 
lathaa | iste and @ | ard Q ] ath @ 
INCOME AND SURPLUS 1951 1952 1952 1952 1952 
Sales (net of returns, allowances, and discounts). ..... . . . | 8379 | 60,576 } 61,413 60,717 67,478 
Deduct: Cost af goods sold 48,918 47,078 | 48,043 | 47, 157 53,336 
duct Side bie me 6 6 ele of we 08 6 LZ ——nlp rant bnlnateney eae 4 - 
Gross profit from operations . . fale id 13, 880 | 13,498 13, 370 } 12,960 | 14,142 
Deduct: Selling, general, administrative, ‘and other expenses... —— 4 Se Ea __. i 8,519 
Net profit from operations... . . 2... + eee we | Seidl | 5,955 $578 6} (5.208 | 5,086 
Other income or deductions (net), . 2 © 2 2 6 6 ss te eee ce a be | eee a a 


Net profit before Federal income and excess profits taxes . 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes . . 
Add: Earned surplus and surplus reserves at close ‘of Preceding period 
Deduct: Cash dividends charged to surplus. . . 
Gther direct charges or credits to surplus (net) .. . . . . . . 
Earned surplus and surplus reserves at end of period. 


Amortization of emergency facilities pape after sores 1, 1950. 
Other depreciation aad depletion 


Total depreciation and depletion . 
































73 2 5, 255 5,231 7 
Cash on handandinbank . . | 4.8 ae —— 15. 15, 101 
U. 8. Government securities, including “Treasury savings ‘notes. = 874 12, 160 11,337 | 11,546 | __12, 189 
Total cash and U. S. Government securities. . . ; "+. ee | 26,422 26,502 __| 26.777 __|__27, 296 
Receivables from U.S. Government. . 2,241 | 2,000 1,913 } 2, 084 2,295 
Other notes and accounts receivable (net) 19,618 + 20, 765 _20, 154 a 22, 151 | 21,414 
Total receivables. 2. 2 2 6 6 + + © © © ee eo ow ow ow of BE O88 423,38 22, 067 Bs. 24,235 | 23,709 
Inventories. . hae © Gee &).4 4s. 6 Le Se | 43,396 43,845 42,898 | 42,741 44,128 
RR ee a fae _| 2,204 2, 176 | 2, 364 2, 428 
Totaleurrestassets 2. 2. 1 1 1 1 1 ee eo = of 88,088 95,236 99.733 | 96.117 _| 97.861 
Property, plant, and equipment . . és és «ch é | 95,720 97,5098 } 100,420 102, 453 | 104,686 
Deduct: Reserves for depreciation and depletion ‘6. 52 « 6 eee | 43,476 44,702 | ~=45, 743 46,415 
Laneineneren ts ene poke ‘ ‘ 
| ] 
Total , and equipment (net) . | 33,077 54,033 55, 718 56, 710 58, 271 
property, plant equipment (net) -— 4 PaenibanDGenesineiedl | 
Other non-current assets |_9,980 10,056 | 10, 246 _10,418 + 10, 132 
: 158, 144 159, 325 59,697 | 163, 245 5, 965 
Total assets jiseatee__| 50,35 | 190.007 aR NO al 
LIABILITIES AND STOCKHOLDERS’ EQUITY | 
Bank loans payable within one year . . o « we 8 oe o of COR 6,818 | 5, 950 6, 183 6,489 
Advances and prepayments, U. 8. Government. oe Be. 2 Se. okt 876 } tant | 1,343 1, 467 1,509 
Other notes and accounts payable. . . 2 ¢ © + © © o of OS 12,497 12,312 13, 229 14, 418 
Federal income and excess oe taxes accrued e 2% + + + «| 16,693 } 14,882 | 12,948 13,127 13, 032 
Other current liabilities . . . ae 6 oe 6 ue 5. > Oe a 6,472 6, 884 7, 282 . 135 
Total current liabilities. . 2 2. 2 1 1 1 et sw ww | 48,608 |} 41,750 | 39,437 41, 288 42,583 
Loans from banks due in aapee s 0 os 0 ole « oo) RR 3,099 | 3,333 | 3,361 3,484 
Other long-term debt . ts eb of me see 11,259 } 02,131 12,713 13, 452 
Other non-current liabilities . ak ee. % tytn *) oe 1, 386 1,348 1, 448 1,381 
: pot —_ . + { 
Total Mabilities 57, 564 57.404 §=| 56,249 | 810 1 60, 900 
Reserves not reflected elsewhere. . sos oe of Bene | 2,482 | 2486 | 2573 | 2,97 
Capital stock, capital surplus, and minority interest oceen o of oe | 43, = | 44,176 | 44,165 44, 481 
Earned surplus and surplus reserves . . . ‘7 hae S L 54,681 ae pelle 56, 786 t _57, 698 +. 58, 310 
: | 
Total stockholders’ equity. . . . «© «+ «+ «+ «© «© «& . | 100 581 101, 832 —- 103, 448 104,436 _| 105,065 __/ 


Total liabilities and stockholders’ equity . 


WORKING CAPITAL 
Excess of current assets over current liabilities . 
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4,528 


|10, 787 
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[soa 


aaa 


nat aa se in: 


445 
239 


+ 


0, 965 
} 9,015 


1,950 
1,397 


553 
1 


551 


255 


128 1342 129 
=e + = 
1,608 | 1,552 | 1,657 
590 579 633 
4 
2,198 | 2,131 | 2,290 
4 
54 31 39 
2,417 | 2,388 | 2,510 
} 
2,471 | 2,419 | 2,549 
5,432 | 5,007 | 5,382 
255 239 222 
+ 
10,356 | 9,836 | 10,442 
9,618 | 9,578 | 9,632 
3,862 | 3,836 | 3,913 
+ 
5,756 | 5,742 | 5,719 
+ 
955 967 935 
4 
17,067 | 16,546 | 17,095 
aes 
1,460 | 1,097 | 1,241 
56 7 7 
1,368 | 1,408 | 1,484 
1,029 959 | 1,039 
468 491 499 
} 
4,381 | 3,902 | 4,270 
371 385 
1,428 1, 435 
113 133 
6,293 | 5,855 
202 195 
4,527 | 4,349 
6,007 | 6,148 
10,776 | 10,692 
5,975 | 5,934 


+ 


] ath @ a Oy 
1952 1951 
+ 


10, 960 oil 
| 9,067 757 
1,893 is 
1,454 64 
t 
Ce | 90 
7 | & 
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6, 


42 | 82 
27 «(Cf 
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198 33 
193 | se2 


146 





137 } 2 
6,106 | 590 
4 
0 0 
134 4 
- 
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+ — 
| 
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600 j 12 
2,203 | 134 
} 4 
a | 2 
2,306 | 159 
t ‘ 
2,339 | 161 
+ . 
5,703 |) 2,154 
231 " 
+ 
t 
|10,476 |) 2,455 
+ + 
9,635 321 
3,924 143 
} 
5.712 | 178 
Poa’ 
s20 | 61 
ore 
17,108 | 2,694 
—=—— = 
é 
1,726 | 434 
5 0 
146 | (60 
a4 180 
m6 | (42 
+ 
4,547 716 





Tobacco manufactures 


ist @ and Q 


328 344 
149 150 
179 184 

so 58 


shes 
472 261 
6 2 
50 49 
159 136 
49 45 
730 493 
32 30 
560 609 
‘4 4 
+ 
. 326 i,t 
3 5 
781 838 
594 603 
+ 
.378 1,446 


. 138 1,848 
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1952 1952 1952 1952 
ee ene rend “ 
B46 919 959 
717 TT 809 
129 140 181 150 
9 63 63 68 
71 78 89 83 
9 a 9s 
61 69 80 $ 
% 41 7 41 
¢ + + 
25 28 33 “ 
591 596 609 619 
26 21 21 27 
2 0 0 i 
594 603 621 626 
. + + 
0 0 0 0 
5 ‘ 4 4 
5 ‘ «2 4 
+ + + 
i41 138 143 132 
il 15 4 | il 
+ + + 
152 153 18 143 
3 4 6 ; 
172 179 179 166 
} + + 
175 183 185 169 
+ + + 
2, 132 1, 976 2,012 2, 187 
9 29 30 28 
+ ‘ + 


340 341 
1S4 156 
186 186 
56 65 
2,626 | 2,778 
pen} 
268 412 
0 0 
53 52 
153 166 
48 52 
+ 
522 682 
30 21 
608 601 
6 ‘ 
+ } 
1,166 | 1,314 
+ + 
3 3 
835 833 
621 626 
} } 
1,459 | 1,462 
+ + 


2,626 2,778 
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1951 
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645 
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360 
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042 
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348 
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-—— 
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380 


391 
752 
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771 
837 


125 
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330 
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EFFECT 





OF PRESENT TAX 


INCOME AND SURPLUS 


Sales (net of returns, allowances, and discounts 
Deduct: Cost of goods sold 


Gross profit from operations . . 
Deduct: Selling, general, administrative, and other expenses 


Net profit from operations 
Other incgme or deductions (net) 


Net profit before Federal income and excess profits taxes 





Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes . 


Add: Earned surplus and surplus reserves at close of preceding period 


Deduct: Cash dividends charged to surplus 
Other direct charges or credits to surplus (net 


Earned surplus and surplus reserves at end of period 


A rtization of emergency facilities completed after January 1, 1950 


Other depreciation and depletion 
Total depreciation and depletion 


ASSETS 


Cash on hand and in bank 
U. S. Government securities, including Treasury savings notes 


Total cash and U. §. Government securities 


Receivables from U. 8. Government 
Other notes and accounts receivable (net 


Total receivables 


Inventories . 
Other current assets 


Total current assets 


Property, plant, and equipment . 
Deduct: Reserves for depreciation and depletion 


Total property, plant, and equipment (net) 
Other non-current assets 

Total assets 

LIABILITIES AND STOCKHOLDERS’ EQUITY 

Bank loans payable within one year 
Advances and prepayments, U. 8S. Government 
Other notes and accounts payable 
Federal income and excess profits taxes accrued 
Other current liabilities 

Total current liabilities. 
Loans from banks due in more than one year 
Other long-term debt 
Other non-current liabilities . 

Total liabilities 
Reserves not reflected elsewhere 
Capital stock, capital surplus, and minority interest 
Earned surplus and surplus reserves 

Total stockholders’ equity 

Total liabilities and stockholders’ equity 

WORKING CAPITAL 


Excess of current assets over current liabilities 
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1952 
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384 
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16 
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116 
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RPORATIONS BY INDUSTRY GROUP (Continued) 


Lumber @ wood products i Purniture @ fixtures 
: 1 1 s 
ist @ wd Q | ard@ 4th Q@ }ath @) ist @ 2nd @ gra @ ath @ 
1952 1952 1952 1952 1951 1952 1952 1952 1952 
Sore te * = + a > = + 
14 1,373 1,417 | 929 896 929 884 
1 1, 121 1, 167 723 59S 123 687 


4th Qj 
1951 


1,223 1, 
985 i, 


969 


238 252 2: 205 206 197 
152 2 143 150 


85 109 \ 55 
4 6 1 i 


89 ' “4 
38 34 


51 


18 
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epee hp 
. w - 
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68 
123 
38 


969 


13 
1, 102 
1,431 
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Pr 
T 


INCOME AND SURPLUS 


FINANCIAL REPORT POR MANUPACTUR ING 


min, 


noting & publishing 


iat @ 
1952 


| mi e@ 
| 1962 


except newepapers) 


| T 
ard @ | 4the 


i 1952 | 195. 





+ 


Sales (net of returns, allowances, and discounts) . 
Deduct: Cost of goods sold. . ats! o 6% . 2 ‘ | 


Gross profit from operations . . ‘ . . 
Deduct: Selling, general, administrative, and other expenses 


Net profit from operations 
Other income or deductions (net). 


Net profit before Federal income and excess profits taxes . 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes .....-. ° . oe 4 
Add: Earned surplus and surplus reserves at close of preceding period) |. 020 
Beduct: Cash dividends charged to surplus | 0 
Other direct charges or c1 edits to surplus (net) 16 

Earned surplus and surplus reserves at end of period. +L 2.018 


ha 


Amortization of emergency facilities completed after January |, 1950 
Other depreciation and depletion 


Total depreciation and depletion 


ASSETS 


Cash on hand and in bank ° 
U. 8. Government securities, including Treasury savings notes 


Total cash and U. 8. Government securities 


Receivables from U. 8, Government 
Other notes and accounts recetvabie (net) 


Total receivables . 


Inventories 
Other current assets 


Total current assets 


Property, plant, and equipment . 
Deduct: Reserves for depreciation and depletion 


Total property, plant, and equipment (net) 
Other non-current assets 

Total assets 

LIABILITIES AND STOCKHOLDERS’ EQUITY 

Bank loans payable within one year 
Advances and prepayments, U. 8. Government 
Other notes and accounts payable. 
Federal income and excess profits taxes accrued 
Other current liabilities 

Total current liabilities. 
Loans from banks due in more than one year 
Other long-term debt 
Other non-current liabilities 

Total abilities 
Reserves not reflected elsewhere 
Capital stock, capital surplus, and minority interest 
Earned surplus and surplus reserves 

Total stockholders’ equity 

Total liabilities aad stockholders’ equity 

WORKING CAPITAL 


Excess al current aseets over current liabilities 


1,208 
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41 
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CORPORATIONS BY INDUBTRY GROUP (Continued) 
jollere) 


Chemicals @ allied products oleuwm refineries 
r T T T Y t r 


ath @ 4 wt eo | mae ord @ | athe ath @i/) ant Q wd @ 
ih 95: 1952 1952 
[AM neeheehMDRaned AS21982 | 1982 J 1951) 4 1 
4,090 4,129 4,199 4,011 4,942 5,093 4, 150 4,849 
| 4,788 } 2, 768 2,837 | 2,731 | 2,971 3,604 3,441 | 3,490 
1, 907 i, 0 1,902 1, 280 1,940 8 
19 2 Ta 143 a4 596 186 


; 


wa 593 590 597 144 
7 a1 aL » ” ™ 


om sae sae 
ARG 


268 
wr 
149 
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10 i4a/ 


tay 109 9/ 
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122 af 123 a 
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2, an0 
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10,979 
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“se 
“ " 61 
11S " 047 


WRT 1? 


3,291 . ™ 


72 i] 675 
1,018 ‘ 1,920 


* V4n 


4,972 ’ om | (6,095 


212 150 328 
3,042 % . 042 6,708 
5,035 ° 315 1,277 


9, 199 » 9,516 | 14,308 “ne 


13, 762 . 14,596 20, 343 e677 «21 
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INCOME AND SURPLUS 


Sales (net of returns, allowances, and discounts) 
Deduct: Cost of goods sold 


Gross profit from operations 
Deduct: Selling, general, administrative, and other expenses 


Net profit from operations 
Other incgme or deductions (net). 


Net profit before Federal income and excess profits taxes . 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes se 
Add: Earned surplus and surplus reserves at close of preceding period 
Beduct: Cash dividends charged to surplus 
Other direct charges or credits to surplus (net) 

Earned surplus and surplus reserves at end of period 


Amortization of emergency facilities completed after January |, 1950. 
Other depreciation and depletion 


Total depreciation and depletion 


ASSETS 


Cash on hand and in bank 
U. 8S. Government securities, including Treasury"savings notes 


Total cash and U. S, Government securities 


Receivables from U. 8. Government 
Other notes and accounts receivable (net) 


Total receivables 


Inventories 
Other current assets 


Total current assets 


Property, plant, and equipment ‘ 
Deduct: Reserves for depreciation and depletion 


Total property, plant, and equipment (net) 
Other non-current assets 

Total assets 

LIABILITIES AND STOCKHOLDERS’ EQUITY 

Bank loans payable within one year 
Advances and prepayments, U. 8. Government. 
Other notes and accounts payable. 
Federal income and excess profits taxes accrued 
Other current liabilities 

Total current Liabilities. 
Loans from banks due in more than one year 
Other long-term debt . 
Other non-current liabilities . 

Total liabilities 
Reserves not reflected elsewhere . . 
Capital stock, capital surplus, and minority interest 
Earned surplus and surplus reserves 

Total stockholders’ equity 

Total liabilities and stockholders’ equity 

WORKING CAPITAL 


Excess of current assets over current liabilities . 


See footnotes on page 20. 
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CORPORATIONS BY INDUSTRY GROUP (Continued) 
fol lars) 


Leather @ leather products Stone 
Qey | wte) mee ard Q | path ey ist @ 
gpa | esa) 952) i962 | jigs, | i952 


a4 731 740 148 | 1,426 1,308 
609 607 605 : 1,028 940 
143 | 398 368 

Loa $+ —21A 


180 
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Table 2. FINANCIAL REPORT POR MANUPACTURIM 


Primary iron & st eel industries 


ist @ | mde | srd@Q 


INCOME AND SURPLUS | 1952 | 1952 1952 952 
Sales (net of returns, allowances, and discounts). . a . . | 3,933 3,129 
Deduct: Cost of goods sold. . . . . ‘ os 6 ® wit’. 3 ‘ _ 3,202 
Gross profit from operations . . a | 731 
Deduct: Selling, general, administrative, ‘and other ‘expenses 


Net profit from operations 
Other incgme or deductions (net). 


Net profit before Federal income and excess profits taxes . 
Deduct: Provisions for Federal income and excess profits taxes 


Net profit after taxes . . 
Add: Earned surplus and surplus 
Beduct: Cash dividends charged to surplus . 
Other direct charges or credits to surplus (net) 


Earned surplus and surplus reserves at end of period. 





Amortization of emergency facilities Sages wane after ae 1, 1950. 
Other depreciation and depletion . . > 1s ‘ 


Total depreciation and depletion . 





ASSETS 


Cash on handandinbank . . 
U. 8, Government securities, including Treasury savings ‘notes 


Total cash and U. 8. Government securities . 


Receivables from U. 8, Government. . 
Other notes and accounts receivable (net) 


Total receivables . 


Inventories . 
Other current assets 


Total current assets 


Property, plant, and equipment . . eee ee 
Deduct: Reserves for depreciation and depletion oe oo oo of Se 


Total property, plant, and equipment (met). . . . . - +» «+ + + «| 5,289 | 5,431 





Other mom-currentassets . 2. 2 6 6 see ee ee ee LS 680 





oo Se ee ee ee ee » « « [12.447 12,310 
7 = == 





LIABILITIES AND STOCKHOLDERS’ EQUITY 


Bank loans payable within one year . 

Advances and prepayments, U. S. Government. 
Other notes and accounts payable. . . ° 
Federal income and excess ceapegai taxes accrued ° 
Other current liabilities . 


Total current liabilities. 
Loans from banks due in eer 
Other long-term debt. . 
Other mon-current liabilities . 
Total liabilities 
Reserves not reflected elsewhere. . 
Capital stock, capital surplus, and minority interest e 
Earned surplus and surplus reserves . . . .. 


Total stockholders’ equity. . . . 





Total abilities and stockholders’ equity. . .... . | 12,447 | 11,820 _| 12,134 
WORKING CAPITAL 


Excess of current assets over current liabilities . 


See footnotes on page 20. 
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‘CORPORATIONS BY INDUSTRY GROUP (Continued) 
qollars) 


Pabricated metal products Machinery (except electrical) Electrica 
res | ee T — T T T Y , 

ath Qp/ | w9tQ | meg | ade atin @ am Qa ist @ | mee grad Q@ | ath @ 4th Qf ist @ and 
1951 1952 | 1952 1952 1952 1951 1952 1952 | 1952 1952 1951 1952 1952 
pe — occas 

2,960 | 2,864 3,008 3, 162 96 5,351 5,307 5,721 5,2 5,577 3,317 3,350 


3, 2! 
2,242 2, 187 2,312 2,472 2,593 3, 834 3,817 4. ° 4,144 2,521 2,513 2,580 
+ + + + + 


719 677 697 690 703 
44 405 419 422 473 


1,517 1,490 1 . 1,433 804 
809 786 , ? 390 


285 272 278 268 
16 1 4 2 


‘703 au 
9 ‘4 


301 274 270 
181 146 i41 


120 128 
557 

" 86 51 50 
13 12 83 


wae pee Se 


2,668 . 705 


—= + 


{ee 


2 3 
aa! 462 


| 4 
ae2f — 492/ 
a ae 





404 
69 


037 


239 
, 666 
012 252 


. 910 245 9,342 


, 788 | 15,281 | 15,449 
a a 
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Table 2. FINANCIAL REPORT FOR MANUFACTURING 


neon —iildLLics, 


Transportation equipment (except motor veh ic les &@ parts) | 


pmnaren-1 


4th Q) ty ist @ ard Q@ 4th Q 
INCOME AND SURPLUS : 1952 


Sales (net of returns, allowances, and discounts). . . ° « ott : 2,2 2,179 
Deduct: Costof goods sold. .. . .- + s+ ss es ee 1,54 i 4b mind ah 1,877 


Gross profit from operations . . o oes 2 302 
Deduct: Selling, general, administrative, and other expenses . . steed 147 


Net profit from operations ....... » oh a | 156 
Other income or deductions (net). . . ie. ee ie “oe ae ! 4 sail i J 3 


Net profit before Federal income and excess profits taxes . 
Provisions for Federal income and excess profits taxes 


Net profit after taxes ° 
Add: Earned surplus and surplus reserves at close of preceding period ! 
Beduct: Cash dividends charged to surplus . 
Other direct charges or credits to surplus (net) 

Earned surplus and surplus reserves at end of period. 


Amortization of emergency facilities completed after January |, 
Other depreciation and depletion 


Total depreciation and depletion 





Cash on hand and in bank 
U. 8. Government securities, including Treasury savings notes 


Total cash and U. 8. Government securities 


Receivables from U. 8. Government 
Other notes and accounts receivable (net) 


Totai receivables . 


Inventories 
Other current assets 


Total current assets 


Property, plant, and equipment . 
Deduct: Reserves for depreciation and depletion 


Total property, plant, and equipment (net) 
Other non-current assets 
Total assets 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Bank loans payable within one year 
Advances and prepayments, U. 8. Government. 
Other notes and accounts payable. 
Federal income and excess profits taxes accrued 
Other current liabilities 
Tota! current liabilities. 
Loans from banks due in more than one year 
Other long-term debt 
Other non-current Liabilities . 
Tota! liabilities 
Reserves not reflected elsewhere 
Capital stock, capital surplus, and minority interest 
Earned surplus and surplus reserves oe 
Total stockholders’ equity . °° 992 __ 2,0 t _2, 68 
Total liabilities and stockholders’ equity. . + + + + Lge I 0 iO iti 
WORKING CAPITAL 


Excess of current assets over current liabilities 


See footsctes on page 20 
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CORPORATIONS BY INDUSTRY GROUP (Conc lu 
dollars) 


1 Instruments, photographi 
Motor vehicles and parts watches @ 


T > t 

qa OL ist Q and Q 3rd Q at) @ fath QOL jst Q 

1951 1952 1952 1952 1952 1951 1952 
= + += + 

4,762 5, 360 4,346 5, 866 833 793 

3, 891 4,307 3,652 4,899 S71 551 


T 


871 1,053 694 ‘ 62 241 
262 273 256 
609 780 437 
12 12 16 


792 


53 


262 
, 052 
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Table 3 


Before taxes § 


ist @ 
1952 


All aseet sizes 
Under $250, 000 
$250,000 to $999, 99 
$1,000,000 to %, 
$5, 000,000 to $9, 
$10,000,000 to $49, 
$50, 000,000 to $99, 5 
$100, 000, 000 and over 


Table 4. ANMUAL 


Bef 


Industry ist @ 


1952 
manufacturing industries 
Pood 
Tobace« 
Textil 


Appare| 
Lambe r 


manufactures 
e will product 

and finished text 
and 


les 
wood products 
Purniture and fixtures 
Paper and allied products 

Printing and publishing (except newspapers 
Chesicals and allied products 

Petroleum refining 


Products of 
refining 
Rubber products 

Leather and leather products 

Stone, clay and glass products 
Prigary nonferrous sete! industries 


petroleum and coal (except petroleum 


a4 
7 


Primary iron and steel industries 
Pabricated setal products 
Machinery (except electrical 
Electrix machinery 
Transportation equipment 


32 
26.3 
33 
42 
2 


(except motor vehicles) 


Motor vebicles and parts 77 
Instruments; photographic and optical goods 
watebes and clocks 

Miscellaneous sanufacturing (including ordnance) 


31 
18 


Table 5. 


Before taxes § 


Asset size cl ist @ 


All asset sizes 
Under $250, 000 

$250,000 to $999, 999 

$1, 000, 000 to $4,999, 999 
$5, 000, 000 to $9,999, 999 
$10,000,000 to $49, 999, 999 
$50, 000,000 to $99, 999, 999 
$100, 000, 000 and over 


See footnotes on page 20. 


WW STOCKHOLDERS’ 


PROFITS PER DOLLAR OF SALES, MANUFACTURING CORPORATIONS 


ANNUAL RATES OF PROFIT ON STOCKHOLDERS’ SQUITY. MANUFACTURING CORPORATIONS BY ASSET SIZE CLASS 4& 


after 
A. . "e : 
mae] ardQ@) tne ath Qis it Q) mig 
1952 1952 | 1952 1951 =| = =(1952 1952 

t . 7 
2.0 7 | mm2 

eee 
20. y 12.3 
19 10 1 9 6 
20. 18 0 
22 21.4 | 5 
22 2 5 
21 22 2 
22. 


taxes 5 
a 

gra @ 

1952 


ath @ 

1952 
Reinaai 
0.0 | 99 | ang 
ae ah a eee 
| 43. 


10.9 


a4 3 I 1.0 


EQUITY, MANUFACTURING COMPORATIONS SY INDUSTRY GROUP 4& 


ore taxes § After taxes § 
4th Q 1/ 
1951 

+ 


and @ 
1952 


ist @ 
1952 


md @ 
1952 


gra @ 
1952 


22.0 


ae 
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== 


BY ASSET SIZE CLASS 


After taxes 5. 


mm @ 


md @ | wt Q | 
1952 


1952 | 


2[. 


© 
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-ceeous | 
2ecoee00- | 
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Table 6. PROFITS PER DOLLAR OF SALES, MANUPACTURING CORPORATICNS SY INDUSTRY GROUP 


SERENE a + anal 


Before taxes § after taxes 5 


yo — r > 
Industry ath Qi/) wte) mde) ade | ath @ ath QL ist @ md Q) sae 

1951 1952 1952 1952 1982 1951 1952 1952 1952 
— - $$$} $+ ++ 


All qapufacturing industries 10.1 | s b 9 | 6 


Food . ° 

Tobacco ganufactures 
Textile-@ill products 
apparel and finished textiles 
Lumber and wood products 


Purniture and fixtures 

Paper and allied products 

Printing and publishing (eacept newspapers) 
Chemicals and allied products 

Petroleum refining 


Products of petroleum and coal (except petroleum 
refining 

Rubber products 

Leather and leather products 

Stone, clay and glass products 

Primary nonferrous setal industries 


Primary iron and steel] industries 

Fabricated metal products 

Machinery (except electrical) 

Blectrical machinery 

Transportation equipment (except sotor vehicles) 


wotor vehicles and parts . 

Instruments, photographic and optical goods, 
and clocks . 

Wiscellaneous manufacturing (including ordnance) 


Table 7. Ratio of CURRENT ASSETS TO CURRENT LIABILITIES, MANUFACTURING CORPORATIONS BY ASSET SIZE CLASS 


tio of current assets to current 
liabilities at the end of 

Asset size class ath Qi/i wte md @ oad Q@ |) ath @ 

1951 1952 1952 1952 1952 

— + + + + {———— 

All asset sizes | 2.23 } 2.28 | 2.38 | 2.38 | 2.29 
a ee ee eee eee 

Under $250, 000 86 | 1.81 81 
$250,000 to $999, 999 } S % | 2.38 2.33 28 
$1,000,000 to $4,999, 999 32 39 | 2.38 33 
$5,000,000 to $9,999, 999 2 47 S7 2.53 $1 
$10, 000,000 to $49, 999, 999 2 36 “4 1 a2 
$50, 000, 000 to $99,999, 999 SA] 48 45 41 
$100, 000, 000 and over ¥ 24 36 30 25 


Ratio of CASH PLUS GOVERMMEINT SECURITIES TO CURRENT LIABILITIES, MANUPACTURING CORPORATIONS BY ASSET SIZE CLASS 
of cash plus government securities 
total current liabilities at the end 
of 
Asset size class } ist @) and @) ara) ang 
1952 1952 1982 1952 
+ oe 


63 


uM 
$2 
51 
59 
60 
ca) 
73 
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FOOTNOTES 


All estimates in this report are based on the sample of corporations 
used in the new series instituted in 1952. The data for fourth quarter 
of 1951 therefore differs somewhat from the original estimates published 
in the fourth quarter 1951 report, since those estimates were part of 
the old series and were based on a different group of corporations. 


Revised 


The industry classification of all corporations previously classified in 
the Apparel and Finished Textile Products industry was reviewed during 
the fourth quarter of 1952. More detailed information for classification 
was obtained in this review than was previously available It revealed 
that approximately eight percent of the reporting corporations in this 
industry were jobbers These jobbers were reclassified as trade 
corporations in accordance with the Standard Industrial Classification 
used in 1951, on which the classification for this series is based. 


For the purpose of measuring changes between the third and fourth quarters 
in the Apparel and Finished Textile Products industry, the third quarter 
1952 figures for that industry have been revised, deleting the corpora- 
tions which were transferred to trade during the fourth quarter, thus 
making the third quarter estimates comparable with those for the fourth 
quarter. Both the revised and unrevised figures for the third quarter 
are shown. 


This revision has not been carried into the total for all industries nor 
into the estimates for the asset sizes. 


Annual rates derived by multiplying quarterly rates by four. 


Federal income and excess profits taxes 


EXPLANATORY NOTES 


This report presents estimates for all United States manufacturing corpora- 
tions These estimates are a part of the continuing series of quarterly reports 
showing the financial characteristics and operating results for all United States 
manufacturing corporations 


Under this coordinated program, data for manufacturing corporations registere 
with the Securities and Exchange Commission are collected by that agency while th 
Federal Trade Commission obtains comparable information from a carefully selected 
sample of small, medium, and large non-registered manufacturing corporations The 
financial reports program began with the first quarter of 1947 and is intended t 
meet the general needs of the government and the public for current and authorita 
tive financial statistics The series of reports through the fourth quarter of 
1951 was based on the original sample of corporations. Beginning with the third 
quarter of 1951, data were collected from a new sample of non-registered corpora 
tions The present series is based on these data The second quarter 1952 report 
presented the new series for the first time and included data for the first and 
second quarters of 1951 revised to a comparable basis. A discussion of the con- 
parability of the two series appears in the notes to that report 
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Methods. The universe estimated by the new sample is all manufacturing 
corporations registered with the Securities and Exchange Commission and all non 
registered organized businesses, classified as manufacturers, which are required 
to file Federal corporate income tax form 1120. This differs from the working 
definition of the universe used in the old sample, which excluded cooperatives 
and non-profit corporations. The sample for the new series contains approximately 
9,000 corporations and is composed of 


All manufacturing corporations registered with the 
Securities and Exchange Commission 


All non-registered manufacturing corporations with 
total assets of $5,000,000 and over at the end of 
1949. 


A sample of non-registered manufacturing corpora 
tions with total assets of less than $5,000,000 
at the end of 1949, and 


A series of quarterly samples of manufacturing 
corporate births, starting with the first quarter 
of 1950 


Inasmuch as the published figures are based upon individual company data 
for samples of corporations, the results are approximate rather than exact and 
consequently, little significance should be attached to small differences between 
quarters or between groups within a quarter A detailed description of the sample 
and the estimation procedures used in this report is being prepared and will become 
available upon request to the Federal Trade Commission or the Securities and 


Exchange Commission after publication later in 1953 


Editing of the Data The report form received from each corporation was 
reviewed by accountants and, where variations from standard accounting were en 
countered, adjustments were made on the basis of correspondence or interviews with 
company officials 


Industry Classification. Corporations in the sample were classified in 
accordance with the Standard Industrial Classification Manual issued by the Bureau 


of the Budget for the purpose of providing a standard for the classification and 
presentation of industry data by all Pederal agencies 


Surplus Reconciliation. Estimates of surplus at the opening and closing of 
the quarters will be found in tables j and 2. The estimates for surplus at the 
close of a quarter are usually not in complete agreement with the surplus estimates 
for the beginning of the following quarter although the closing and opening are at 
the identical point in time The reasons are 


In any two consecutive quarters, completed (i.e 
acceptable) report forms are received in time for 
inclusion in the published report from varying 
groups of corporations. 





282 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


b. Corporate births are added to the sample the 
quarter after the new corporation's first report 
to the Bureau of Old-Age and Survivors Insurance 
and, therefore, enter the sample with a surplus at 
the beginning of the quarter which was not reflected 
in the surplus close at the end of the previous 
quarter. 


Deletions from the reporting group because of 
corporate deaths or change from the corporate to non 
corporate form of operation result in a change in 
surplus from the close of one quarter to the opening 
of the succeeding quarter. 


Reorganizations involving mergers or the sale of 
corporations are taken into account at the end of each 
quarter and may lead to additions or deletions in the 
reporting group which result in a change in surplus 
from the close of one quarter to the opening of the 
following quarter. 


The adding or dropping of subsidiaries in consolidations 
for statement purposes may cause a change in the close- 
ing surplus of one quarter and the opening surplus of 
the succeeding quarter 


Corporations may be deleted from the sample because of a 
shift of major activity from manufdcturing to activities 
other than manufacturing. Corporations may be added to 
the sample because of a shift of major activity fros 
merchant wholesaling or retailing (but not from any other 
activity) to manufacturing. Such deletions and additions 
affect the totals of reported surplus. 


Comparability in concept of certain items with other series of financial 
data. There are some differences in the concept of profits in this series 
(which follows the usual accounting definition of profits) and that in the 
national income statistics of the Office of Business Economics of the U. 8. 
Department of Commerce. The National Income series is bench-marked on tabulated 
profits as reported to the Bureau of Internal Revenue adjusted by eliminating 
all depletion charges, capital gains and losses, and dividend receipts. This 
series recognizes normal depletion charges and dividend receipts and adjusts for 
capital gains and losses where material in amount. Another important difference 
is, data used in the national income series are partially consolidated whereas 
this series is based upon consolidated reports. 





The difference in consolidation also introduces a difference in the 
estimates of sales and inventories for this and other series. Basic data for 
other series are either on a partially consolidated basis as reported to the 
Bureau of Internal Revenue or on an establishment basis as reported to the U.S 
Bureau of the Census. 


FTC L-3621 
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Mr. Jacoss. During the year 1952, the universe was changed to 
include additional business, including cooperatives. A comparison 
of the change can be made by comparing the fourth quarter of 1951 
on the new and old basis. 

In addition, we submit data of four individual companies. Two, 
United States Steel Corp. and General Motors Corp., have assets in 
excess of $100 million, and two small businesses, respectively called 
company A and company B, one having assets of less than $1 million 
and the other less than $100,000, 

(The data referred to follow :) 
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EXHIBIT C 
The effect of Federal tares on large and small corporations 


[Money items in thousends of dollars] 


7 . > + . 8 
United States Steel General Motors Small com- a 
Corp Corp pany A . B . 


1951 1952 1951 | 1952 1951 | 1952 | 1951| 1952 


1. Sales $3, 524, 121)$3, 137, 397 $7, 465, 555)$7, 549, 154) $6, 033)$6, 557 $160) $150 


i 


Net profit before Federal taxes on 


income 582, 360 260, 688; 1, 488,718) 1, 502,179 149 327 
Fedeal taxes on income 398, 000 117, 000 982, 518 943, 457 69 207 


Net profit after Federal taxes on 


income 184, 360) 143,688) 506,200) 558, 722 80} 120 
Dividends paid 103, 549| 103,549) 363,179) 361,970 22 45 


Earnings retained in business 80, 811 , 12 143, 021 197, 752 


Profit in cents per dollar of sales 
Before taxes 16. 52 8.2 19. 94 19.90) 2.47) 4.99/16. 81/20. 3° 
After taxes 5.23 4. 6. 78 7.40; 1.32) 1.83) 11. 38/12. 3 
Percentage of net income required | | 
for Federal taxes on income 68. 38 66. 00) 62.81) 46.35) 63. 25/31. 31/39. 4 
Rate of return on stockholders’ | 
equity (percent): | 
Before taxes 28. 89 62. 36) 59.37) 24.22) 48 90/44. 77 


64 41 
After taxes 9.14 21. 20 22. 08| 12.99) 17. 88) 28. 37/27 
j | j 


Mr. Jacoss. Incidentally, they are two of our clients and I can’t 
reveal who they are. Each of the four companies reports its income 
for tax purposes on a calendar-year basis. 

Following is a statement resulting from discussions at our con- 
vention, regarding the Federal taxation of small business. 

The burden of Federal taxes both direct and indirect on small business has 
reached such a level that further expansion of business in this area is virtually 
impossible. Taxing practices of the Federal Government are constructed so 
that small business as a whole bears more than its share of the tax burden. 
Moreover, the tax disadvantage resulting from such practices virtually prevents 
the growth of well-run simall corporations. 

Mr. Justice Holmes’ statement that the power to tax is the power 
to destroy is being demonstrated today. While such destruction has 
not yet resulted in wholesale failures of small business there are nu- 
merous indications of the effect present today in our economy. Un- 
doubtedly, the result suggested will soon be in evidence if the Federal 
taxing powers are not curbed. 

Again referring to Federal Trade Commission Reports, the current 
position of small business, generally manufacturing corporations hav- 
ing assets of $250,000 or less has decreased from 2.20 to 1 ratio during 
the last quarter of 1949 to 1.81 to 1 ratio during the last quarter of 
1952. While it is true that the working capital of all manufacturing 
corporations has decreased from 3.08 to 1 ratio to 2.29 to 1 ratio dur- 
ing the same period, it is largely due to an increase in business 
activity. 

During the year 1949 all manufacturing corporations transacted 
approximately $154,861,000,000 in business while during the year 1951 
a total of $212,195,000,000 were attained. During the same period 
small business received a lesser amount of the total business transacted. 
During the last quarter of 1949 it accounted for 4.21 percent of total 
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manufacturing business and during the iast quarter of 1951 only 
2.89 percent. 

Mr. Hosmer. Will you excuse me at that point. There is a date 
correction there. One of them is 1949 and one of them is 1951. 

Mr. Jacons. 1951 is correct, sir. 

Mr. Hosmer. My point is, are these comparative figures to corporate 
forms of business in each case ? 

Mr. Jacons. This is the FTC series, sir, of all manufacturing com- 
panies in the United States. 

Mr. Hosmer. That is what I wanted to make clear 

Mr. JAcoss. In passing, I might mention that in 1952 there were 
about 640,000 corporate tax returns filed, an increase of about 150,000 
since 1940. So I don’t think there has been any change to a non- 
corporate form. I admitted at the beginning that this did not repre- 
sent the entire business community, but roughly 50 percent. 

Mr. Hosmer. My point is that there are a good many small-business 
firms that are in a noncorporate status and I don’t think these figures 
are a true comparison as between big business and small business. 
The only true comparison is between big corporate business and small 
corporate business. 

Mr. Jacons. That is true. But your other business activity is not 
subject to corporate tax rates. They pay individual rates. A lot 
of our clients are sole propr ietorships: or partnerships. 

Mr. Hosmer. Their position is not reflected by your comparison. 

Mr. Jacons. Their position is even worse than what I am reflecting 
here. 

Mr. Hosmer. That is what we are trying to get at, some statement 
as to the noncorporate forms of business. 

Mr. Jacoss. We have one client who is in the hardware business, 
who transacted roughly a half million dollars of business. He had 
to go to the bank and borrow $20,000 to pay his tax. He had to build 
up his inventory so great to take care of his customers that all of 
his money was in receivables and inventories. He is going to have 
the same problem this year. His income probably runs about $75,000 
a year. 

Mr. Hosmer. Isn’t it true, though, that you always have a capital 
problem in a period of expansion ¢ 

Mr. Jacoss. That is true, sir. But after you have paid out taxes, 
probably at a 66-percent rate or better, such as he does, he has nothing 
to expand with. As I said before, in 1952 the universe on which 
this data is based was increased so that a higher total of business 
was obtained by the small business group. But the trend still con- 
tinues downward. 

During the same period, the taxes paid by small business increased 
from 38.60 percent of net income during the year 1950 to 45.58 percent 
of net income during the year 1952. The increase on a percentage 
basis is approximately the same as that experienced by all manufac- 
turing corporations. Reference is made to exhibit 5 which shows 
this remarkable state of affairs. 

During the same period taxes on the largest manufacturing cor- 
poration increased 43.3 percent to 55.3 percent. Without explana- 
tion, it would appear that the small business concern is not being 
unduly taxed, until one recognizes that for each dollar of income 
over $25,000 in numerous cases, the Government receives 82 cents 
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thereof. In cases where the excess-profit credit exceeds the $25,000 
exemption, this high rate of tax is incurred at a higher level. Data 
developed for the calendar years 1947 through 19 50 from the same 
series submitted here indicates that such years were years of low 
earnings for the small corporations, whereas the large corporations 
experienced great prosperity. 

By the way, that will be found in this excess-profits tax thing that 
has been submitted. 

Reference is made to the impact of such high rates by referring to 
the fact that company B data in exhibit C indicates that virtually 
all income in excess of $25,000 was taxed away from the company. 

This company used in computing its excess-profits tax a statutory 
credit of $25,000. Company A fared little better, since on the increase 
of income of $178,000 over 1951 its increased tax burden was $138,000, 
so that only $40,000 was retained in the company. 

Our entire governmental experience has indicated the desirability 
of checks and balances between the several branches of Government. 
This principle has been carried over and applied to prevent one 
segment of our people from dominating another group in our society. 
For instance, the antitrust laws enacted in 1890 were intended to 
curb certain business practices, and recently the Taft-Hartley law 
was invoked to curb certain undesirable labor practices. Today we 
are faced with the problem of controlling the legislative branch 
against the power granted. by the sixteenth amendment. Source ma- 
terial indicated that the intention of Congress during the debates was 
never to tax as Congress has since 1940, and then only in periods of 
war. Since Congress appears unable to discipline itself in the great 
power granted to it by the people, it is our considered opinion “that 
such power be returned to the people, and the taxing power of our 
Federal Government be limited according to the terms of Senate 
Joint Resolution 23 introduced by Mr. Dirksen, of Illinois, on Jan- 
uary 16, 1953. 

The advantages would be lower tax rates for business so that neces- 
sary expansion through retained earnings would be permitted. While 
the resultant rates will never permit another small business to ex- 
pand to the size of the Ford Motor Co., at least some opportunity of 
expansion will be permitted. 

In 1934 the Treasury Department at the request of Congress to in- 
crease taxable revenue for the years 1934, 1935, and 1936 decreased 
depreciation allowances. The policies enacted at that time continue 
until today. As a result of this policy, particularly during inflation- 
ary periods, the small-business community has been unable to replace 
its capital assets as they wear out from operations. For instance, a 
machine costing $10,000 in 1940 may cost $20,000 to $30,000 today. 
In order to replace such machine the small-business man is required 
to invest retained earnings if he has them, plus the fund accumulated 
through depreciation charges made in each year. The result is that 
even nak the net worth of the company has grown in terms of 
dollars, its capacity to produce more goods has not increased. If the 
business has been unable to accumulated earnings, it is compelled to 
look for new capital or long-term borrowings. Generally such financ- 
ing is not readily obtainable or desirable for small business. 

Some of the accounting community has recently explored the prac- 
tice of depreciating capital assets on the basis of current costs. This 








EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 286 


practice provides for a charge against operations of an amount based 
upon the current cost of the asset to be depreciated. The practice 
permits the accumulation of a fund roughly equivalent to the replace- 
ment cost of the asset. A form of this practice is permitted in the 
case of inventories, the LIFO method, which rough y permits as an 
element of cost of sales, the deduction of the current cost of materials 
used. 

In the case of capital assets, a tax deduction of 20 percent a year 
is alowed if the corporation acquires such assets under certificates of 
necessity. Most small business cannot avail themselve either 
method. The result is a distinct advantage to the larger corporations 
who may take advantage of this tax opportunity. 

A hidden tax upon business has resulted by making each business 
enterprise a tax collector for the Federal Government. The taxes 
collected are the withholding tax on the employee’s compensation and 
the Federal insurance contribution tax on salaries of $3,600 or less 
paid employees. 

To the extent that 100 percent of such additional cost is not re- 
covered through tax deductions, an increase in Federal tax is the re- 
sult. Again the burden is greater on smal] business. 

Our economy has grown to its present strength and size through 
the process of employment of risk capital in small amounts to mar- 
ket new products. The recent attempts to create a new big corpora- 
tion particularly the Tucker situation, indicates the undesirable result 
of attempting to compete with big business by the formation of a 
large corporation at the outset with inadequate capital. To accom- 
plish the desirable*result, small-business taxation must be geared to 
permit growth, not retard it as under present Federal taxing policies. 

I would like to call your attention to exhibit A, in answer to your 
question, Mr. Hosmer. We have different sizes of corporations there, 
and it shows the sales by each group from 1949 through 1952. In the 
next section we express as a percentage the amount which each group 
obtained of the total business. In the third section we show the ratio 
of current assets to current liabilities of all manufacturing corpora- 
tions. 

Exhibit B is next. I would like you gentlemen to look at the third 
section there of corporations having assets of under $250,000. If you 
will just glance along there, at the end of each quarter we find that 
in 1951 the tax burden represented 125 percent of the total income of 
that class of corporation for that quarter, and again in 1952 it 
amounted to 70 percent. 

When you compare that with what the larger corporations pay in 
tax, in relation to percentage of net income, you can see generally 
that it is quite high. 

Mr. Hosmer. May I ask this question: Is that amount the actual 
ash pay-outs during that period for taxes? 

Mr. Jacons. Taxes are not paid out immediately, sir. 

Mr. Hosmer. I know they are not. But this fourth quarter 1951, 
125 percent figure. 

Mr. Jacoss. That is annual. 

Mr. Hosmer. Is it an accumulation, accrual of tax, or liability or 
what? 

Mr. Jacozns. No, what it represents, it demonstrates, to my mind, 
that this group of corporations were probably under the excess profits 
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tax basis until the last quarter and then they had to provide more 
taxes, that is, a greater pomeoteas of taxes, in order to provide their 
entire tax liability for the year. You see, most small businesses, and 
this is particularly true in this group, who provide say 30 percent on 
their income—— 

Mr. Hosmer. Is that on account of the accrual of the liability at 
the end of December ? 

Mr. Jacors. Yes, sir. 

Mr. Hosmer. I see. That answers my question. 

Mr. Jacons. Exhibit C shows the state of affairs with respect to 
these two companies that I mentioned, small company “A” cae small 
company “B.” 

Mr. Srety-Brown. Do you have any particular comments you 
would like to make on the general topic of. depreciation rates or the 
speed at which it should be written off ? 

Mr. Jacons. The Treasury Department has always insisted upon 
depreciating assets on a cost basis. If it were done on any other 
basis, it is their contention that you have a surplus reserve. You can- 
not create a surplus reserve and get a tax deduction. For instance, 
I am sure United States Steel insures itself when they provide a re- 
serve each year by a charge against operations. Such a reserve is 
not a tax deduction, but the actual expense is. I think it is too soon 
to go into a depreciation on current costs. The accounting fraternity 
has not accepted it, only the fellows who were away out on the wing, 
the teachers. But it stands to reason that if an individual in the 
trucking business acquired an automobile—or a truck, rather—at, say, 
$2,000 5 years ago, and is compelled to replace that truck today with 
an expenditure of $5,000, he just can’t grow. 

Mr. Srety-Brown. Do you feel that schedule F should be revised 
or modernized ? 

Mr. Jacons. It should be modernized, and until the accountants get 
together on this current-cost concept I wouldn’t want to recommend 
that it be done that way. What might be done is that we could return 
to the situation prior to 1934, when TD-4422, I think it was, was 
enacted by the Treasury Department. That, as I recall, provided 
that only straightline methods of depreciation could be used. Some 
of the older corporations at that time took a depreciation on the basis 
of some of the digits. To explain that term, let’s assume an asset had 
a 3-year life. They would write down 3, 2, "and 1, take 50 percent in 
the first year, one-half in the second year, and one-third in the third 
year. Asa matter of fact, in some areas we have been permitted to do 
that, where there is quite an obsolescent factor. So, this TD is not 
always enforced in its entirety. 

Mr. Sre.ty-Brown. Mr. Sheehan? 

Mr. SHrenan. Mr. Jacobs, in the recent meeting of the National 
Small Businessmen’s Association, did any committee give any con- 
sideration to the thoughts that are before the committee today, about 

rate graduations or ¢ he unges ? 

Mr. JAcoss. We discussed the thing generally, and I think our 
recommendations with respect to excess-profits tax was that if the 
exemption were $40,000 it would probably work out beneficially to 
small business. I might explain that back in 1950 we circularized the 
membership and obtained about 1,500 earnings statements which were 
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compiled by our office. On the basis of that study, we came up with our 
figure of $40,000. : 

I do think the tax rate should be graduated. If you recall, back in 
1949 earnings in excess of $25,000 were taxed at the rate of 53 percent, 
and a lot of small business got it in the neck. The only reason that 
$25,000 figure is in there—and it has been in there for years, and never 
been changed—is that it doesn’t recognize the inflation that has 
occurred in this country since it was put into force. 

Mr. Sueenan. That is all I have. 

Mr. Hosmer. I assume your recommendations to the LIFO method 
would also apply to FIFO in case the inflationary trend is reversed? 

Mr. Jacons. It is now; yes. But a lot of people are on LIFO and 
they have had so much trouble getting it through the Bureau that they 
are disgusted with it. But the principle of LIFO, and the reason I 
bring it up, is that it does permit an additional cost against current 
operations, because you have a sort of base stock-inventory concept. 

Mr. Hosmer. ‘That is true in a period of inflation. But in a period 
of deflation your advantage comes from the reverse of that. 

Mr. Jacons. That istrue. But so far we haven’t had that. 

Mr. Hosmer. I have one general question. As an accountant and 
as a lawyer, with in mind the fact that this extension of the excess- 
profits tax will be for 6 months only, do you think that it is worth 
while to try to go into the changing of the base period calculations? 

Mr. Jacoss. Our association went on record against it whole- 
heartedly. 

Mr. Hosmer. I mean under the circumstances of the temporary ex- 
tension, and call it that if you will. 

Mr. Jacoss. I think if you increased the credit over $25,000 you 
would have a lot less complaints about it. 

Mr. Hosmer. My specific question is directed not to the increased 
exemption but to a different method of calculating the base other than 
that. 

Mr. Jacoss. I don’t know how you can use anything except Septem- 
ber 1946 and 1949. A 10-year base, as was suggested here, does not 
recognize the inflation situation that occurred in the past 10 years. 

Mr. Hosmer. Would it not be a little futile to try to do anything 
with it for the 6-month period ? 

Mr. Jacoss. That is the easist way, but you are going to have a lot 
of sore taxpayers. 

Mr. Hosmer. You are going to have a lot of sore ones if they have 
to go through the agonies of recalculating the base. 

Mr. Jacoss. I think the corporate-taxpayers would not object at all 
to making these calculations, because there is too much involved. It is 
just ridiculous, I think, to tax $4,000 out of every $5,000 worth of 
income, where we are talking about $25,000 to $30,000 worth of income. 

Mr. Hosmer. We are certainly not arguing with you there. We 
agree with you completely. The only thing is that we have this ex- 
tension situation facing us now and there is going to have to be a 
decision made as to whether the President’s recommendation is going 
to be followed out with respect to maintaining the law in the terms 
that it is. My question was directed to that. ; 

Mr. Jacons. There are two more things I would like to bring up if 
Imay. Mr. Sheehan, regarding this 





292 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


Mr. Hosmer. Just a minute. I would like to have an answer to 
that question, if I may. 

Mr. Jacoss. I said, if you increased the credit, I would think that 
you could get it across to the corporate-tax payers a lot better. I think 
the credit should be about $40,000. 

Mr. Hosmer. That is the only thing you would tamper with? 

Mr. Jacors. Right now, yes. You don’t have time to do anything 
else. Mr. Sheehan, regarding this tax deduction for officers’ salaries, 
for the record I would like to state that, even though the corporate 
officers pay a tax on it, unless it is paid within 75 days after the close 
of the taxable year—and this is section 24 of the code—the deduction 
is not allowed to the corporation. However, there is a concept—— 

Mr. Sueenan. Are you sure of that? Because if they credit to his 
account, it is there and available for him. 

Mr. Jacozns. That is a constructed receipt, though. If there is no 
constructed receipt up, in a lot of cases there cannot be because of the 
way the corporate records set up, there is no tax deduction. We had 
a situation in our own office not too long ago on that basis. Finally 
we convinced them there was a constructed receipt, but I think it 
was a little weak. Another thing is the administration of the field 
offices, in my opinion, have been pretty bad. I got a call today from 
one of our clients that a deputy went out to seize all the property of 
the corporation for payment of a 1945 tax liability. The facts are 
the tax was paid in 1950, and the taxpayer has a refund coming of 
about $100,000. There is no coordination between the departments 
there. Of course, it will be a simple matter. All we will do is point 
out that this money is held in suspense. But this has happened nu- 
merous times in Chicago. It may be due to the fact that they went 
over to the IBM system recently. But that thing should have been 
ironed out a long time ago. 

Mr. Surenan. They at least should give the taxpayer notice they 
are going to grab the property. 

Mr. Jacons. Well, as a matter of fact, in some cases no notice is 
given, and warrants have been issued. We had two cases like that. 
Of course, this is something else, and I don’t think you want to go 
into it. 

Mr. Sre.ty-Brown. Thank you very much. 

Mr. Jacoss. Thank you, gentlemen. 

Mr. Srety-Brown. The next witness and the final witness is Mr. 
Warren Payette, a public accountant of Chicago, II. 


STATEMENT OF WARREN G. PAYETTE, CERTIFIED PUBLIC 
ACCOUNTANT, CHICAGO, ILL. 


Mr. Serty-Brown. Mr. Payette, do you have any additional copies 
of this statement? I have one. 

Mr. Payerre. I have one, this one only. 

I would like to say in connection with the tools and dies report 
which we were given tonight, which was very enlightening, I would 
like to add this suggestion: That the Internal Revenue Department 
has almost totally prevented the small corporations to consider pur- 
chasing their equipment on the rental basis, or the installment basis, 
the same way as a lot of people do business. I think it could be greatly 
improved and cleaned up. 
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The fact is that if you buy a machine or 25 machines and their busi- 
ness, of course, takes expensive machines, they would buy their ma- 
chines on the basis of a contract which would be only a rental contract 
and I think it would and could have a provision by which there would 
be an option for them to purchase and still be rental contract. 

In my opinion it should be a contract which these dealers would not 
have to, or their auditor would not have to, put on their balance sheet 
for the purpose of credit as a liability. Then all the rent they pay, I 
think, would be deductible. 

In my opinion, I wouldn’t make any offer to show that this contract 
nor how this regulation should be stated, except that I think that it 
should be, as I say, permitted, that the firm and its auditors would 
not have to put it on their books or on their balance sheet for the 
purpose of credit and make the rents deductible until a certain time 
when they decide to take it over and buy it. I think that would take 
care of the financing. 

Anybody could finance in that c ase, the banks or the factory 
through the banks, or the firm itself. 

Personally, 1 want to make this statement: While I have written 
my statement, I wanted to add a few other proposals. I am not at 
all objecting to the excess-profits tax. I would rather that excess- 
profits tax would continue as it is than to add 30 percent on the regu- 
lar rates. So far as I am concerned, it is not necessarily an objection- 
able thing for the purpose of small business. Large business can 

take care of the payments and they are not troubled about getting 
financing. So presumably they could pay their tax a little bit more 
conveniently, or in all circumstances, they would be able to pay the 
taxes assessed. But I am not at all satisfied with the way the section 
115 (g) strikes the same clients and the same peop le I know. 
Section 115 (g) you understand is a provision by which—let me 


read it to you: 


If a corporation cancels or redeems its stock at such time and in such manner 
to make the cancellation or redemption in whole or in part essentially equiva- 
lent to the distribution of a taxable dividend, the amount so distributed in 
redemption of the stock to the extent that it represents a distribution of earn- 
ings or profits accumulated after February 28, 1913, shall be treated as a taxable 
dividend. 

That only affects small business, which has its shares unlisted. 
There is a diametrical objection and division between small business 
and large business. I would propose that this committee ask to have 
that voided, just deleted or voided. I think it would not have any 
effect on large business because where a large busineee with its stock 
all listed from year to year, you buy shares, and you know where to 
get them, somebody else sells them to you. W hen you want to sell, 
you sell, and somebody is it. 

If a large business corporation didn’t make any distribution to 
stockholders, they would never come under section 115 (g). 

Another thing that has made it considerably easier for us with the 
excess-profits tax is section 117 (j). So far as I recall, nobody has 
mentioned it here. I think that would be a very important thing to 
see that that is continued favorably to small business. Under section 
117 (j) we get a remarkable advantage, and when it is a disadvantage 
to us they go easy. 
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I have found it very convienient. The life-insurance proceeds 
were mentioned yesterday by a C. P. A. here, and I think he was think- 
ing about large business. The fact is that when the insurance is paid 
to the junior company or the main company, they are tax exempt, 
yes, but they became a part of the surplus earnings. Sooner or later 
when you sell stock under section 115 (g) you are going to have to 
pay up to 75 or 90 percent on those, because of the income tax upon 
section 115 (g). 

The only way you can discuss this is to read this report, and it is 
not long, to give you the idea. 

[ have filed it and I will give you another copy. Do you want to give 
me 15 minutes? 

Mr. Sreiy-Brown. We will be very pleased to make the copy of 
your statement a part of the record. Do you want to read it or do 
you want to discuss its contents informally ? 

Mr. Payerre. If I don’t read it, I am afraid that you will mis- 
understand my ideas. 

Mr. Srety-Brown. We will be very pleased to have you read it, sir. 

Mr. Payerre. Gentlemen, may I convey my observations of the 
present business income taxes as it affects small business. 

The certainty of what each individual ought to pay, in taxation, is a matter of 
so great importance, that a very considerable degree of inequality, it appears, 
I believe from the experience of all nations, is not near so great an evil as 
a very small degree of uncertainty (from Adams Smith in Wealth of Nations, 
257, fifth edition, 1789). 

“A highly technical and detailed tax statute should assure predictable and 
uniform results,” in an article by John 8S. Nolan in vol. 65, Harvard Law Review, 
December 1951, page 504, on the subject: “The Uncertain Tax Treatment of 
Stock Exemptions.” 


After the sound warning quoted above by Mr. John S. Nolan, from 
authority, let me quote a few very wide transgressions in the current 
law as applied to small corporations: 

First : The manner in which progressive tax rates tend to reduce profit margins 
as prices rise (George T. Altman, 24 Taxes, October 1946, p. 931). 

Second: To the extent that the corporation has accumulated earnings, the 
shareholder may find to his dismay that what he considered to be a sale was, 
for tax purposes, not a sale at all, but a distribution of earnings taxable as a 
dividend at ordinary rates. * * * Corporation may purchase a stockholder’s 
shares—many times the only one to buy, but section 115 (g), Internal Revenue 
Code rears its ugly head. 

The amount subject to tax at ordinary rates will be the entire purchase price 
received for the shares. In fact, it would appear the basis for his shares had 
probably been forfeited (C. Waldo, Jr., 28 Taxes, December 1950, p. 1162). 
on the subject of liquidating a shareholder’s interest in a closely held 
corporation. 

Third: A stockholder selling all his stock to corporation did have 
an ordinary dividend in 1952 case: A cruel finding added $48,000 to 
regular income. Mrs. Fern R. Zeng had returned the sale of stock 
inherited from her husband as capital gain and paid her tax. After- 
ward the Commissioner ruled redemption of $48,000 was essentially 
(1952 decision) equivalent to a taxable dividend. Assessed as ordi- 
nary dividend. District Court of Ohio confirmed the Commissioner 
July 25, 1952. 

In Com. v. Phipps, repeated by Commerce Clearing House 1952 
Reporter at paragraph 838-A-02 the United States Supreme Court 
ruled that the “surplus but not a deficit-Sansome—case—of a predeces- 
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sor may increase, but not diminish, surplus of successor corporation. 
Refused to allow a parent corporation to affect its surplus by a sub- 
sidiary’s deficit. 

Fourth: Watch Out for Treasury Stock by John Westbrook Fager 
in 27 Taxes, August 1949, page 719. Review of recent rulings and de- 
cisions on dealing with a corporation’s acquisition or disposition of 
its own stock. 

On May 2, 1934, regulations were amended to make Treasury stock 
deals subject to taxes of loss and gain. Nearly all gains on Treasury 
stock are taxed. 

That is the end of the bibliography. I have about 4 or 5 paragraphs 
which are my own interpretation. 

The problem of redemption of stock is by the nature of things one 
only for small, unlisted corporations in which about the only market 
for its shares is purchase from shareholders by itself. 

The larger, stock-listed corporations are subject to the same law, 
but by the nature seldom makes a distribution to its shareholders 
unless it does declare a dividend. 

The large corporation with shares all outstanding from year to 

ear, listed and traded active ly, never has a question of distr ‘ibution 
oe a corporation to its stockholder unless it declares a dividend. 

When I sell shares of General Motors Corp., someone else pur- 
chases, there is no question for section 115 (g) : 

If a corporation cancels or redeems its stock at such time and in such manner 
as to make the cancellation or redemption in whole or in part essentially equiv- 
alent to the distribution of a taxable dividend, the amount so distributed in 
redemption of the stock, to the extent that it represents a distribution of earn- 
ings or profits accumulated after February 28, 1913, shall be treated as a taxable 
dividend. 

The owners of a small corporation find now that its assets are not 
theirs, with Mrs. Fern R. Zeng, the district court of Ohio found on 
July 25, 1952. 

A popular service organization in Chicago started 30 years ago, 
paying $20 per share for its stock, now worth about $500 per share. 
Life insurance is payable to its subsidiary, a lifetime of tithing 
income, all employees always happy. All corporation surplus earn- 
ings are after full corporation taxes paid. The uncertain tax treat- 
ment of redemptions by John S. Nolan, above. Liquidating a share- 
holder’s interest by C. Waldo, Jr., above. The 1952 case of Fern 
Zeng, above. Other causes of cruel and confiscatory taxes against 
small business adding to uncertainty are: 

Disallowances for compensation, rent, section 102, I. R. C., personal 
holding company, rent paid upon legal rental contracts with option 
to purchase when to purchase and set up whole liability would so 
cripple credit as to make balance sheet a liability for borrowing or 
obtaining contracts. The Department has failed to acknowledge the 
business purpose, often a necessity, of rental agreement in purchase 
of equipment. 

Another costly regulation which fails to recognize the reserve for 
depreciation of buildings and equipment as a liability or reserve of 
surplus before surtaxes, thus making continuance in operation impos- 
sible, only liquidation left with no alternative, then with prohibitive 
taxes. 
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The Department does not recognize causative legal action by the 
United States Government which make continuance in business 
impossible : 

A general contractor who built several apartment buildings and 
stores in 1924-29 was permitted, by regulation, to take a new appraisal 
as of January 1, 1934, using the net book value, with a new estimate 
of expectancy of life also, because of the then change to a 59-cent 
dollar, to the same number grains of gold, depreciating the large 
value from then on, earnings never did drop, because of furnishing 
several apartments to rent furnished. When the builder passed away 
in 1940 the Department’s appraiser began with original cost, reduced 
by amounts claimed and allowed, which resulted in a considerable 
reduction of base (adjusted) to 1951 when a building was sold, finding 
very large capital gain. 

Also the heirs could not replace the property for the amount re- 
ceived, net, nor on that basis allowing for depreciation, indicatin 
no gain was made, but nevertheless the Commissioner has indicatec 
he will demand large tax. 

Should you require any further information, I shall be at your 
service. 

The effect is that there is no gain in inflation. Inflation is not a 

ain. The same contractor built a two-story building in 1937, offered 
it for sale in 1938 for $17,000. Nobody would buy it. If they had 
he could have replaced it at a profit. In 1950 his heirs sold the same 
building for a net of $28,000, and they could not come anywhere near 
replacing it. That is all I have in mind to say, except if you would 
like to ask any questions I will attempt to answer them. 

Mr. Srety-Brown. Did I understand you correctly, sir, to say that 
if the income was needed in order to balance the budget t, you favored 
continuing the excess-profits tax in effect for another 6 months rather 
than adding, say, 6 percent to the present corporate rates? 

Mr. Payerre. W ell, I said cilia 30 percent, I believe. But 
anyhow, I would rather continue it at that 30- percent rate the way it 
stands now with reasonable consideration for a few things here, which 
most of the Government was responsible for changing, like the 59- 
cent dollar and the cheaper rate of i interest and part “of the time it has 
been deflation and again inflation. 

I would rather continue the excess-profits tax than that. My clients 
are able to pay their taxes now, But, as I did say, if some of those 
older organizers who are getting sold should require to liquidate 
their holdings, they would have too much tax to pay. They wouldn’t 
have anything left. 

Mr. Srreiy-Brown. You believe, do you not, that deficit financing 
is one of the very real contributing factors to inflation? 

Mr. Payette. What? 

Mr. Srrty-Brown. Deficit financing is one of the definite factors 
which contributes to inflation ? 

Mr. Payerre. I doubt if it is so contributory as the low interest 
rates. The fact is that this house which was built for $12,000, and 
they offered to sell for $17,000 in 1938, would have been sold in 1900 
or 1910 for perhaps $10,000, with a $5,000 first mortgage, probably, 
and about a $3,000 second mortgage and a downpayment of about 
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$2,000 or $3,000. There would have been a chance for a foreclosure 
about 3 times within 3 years, after the interest was all paid, and taxes. 
It is doubtful if they would have gone through without losing it. 

On the other hand, it sold in 1950 for a net of $28,000 and $16,000 
mortgage, which was fully liquidated in 20 years. Anybody could 
have carried it. 

Mr. Seety-Brown. Mr. Sheehan? 

Mr. SHEEHAN. No questions. 

Mr. Srety-Brown. Mr. Hosmer? 

Mr. Hosmer. No questions. 

Mr. Sre_y-Brown. The committee stands in recess until 9:30 to- 
morrow morning, at which time Under Secretary Folsom will be the 
first witness. 

(Whereupon, at 9: 15 p. m., the committee was recessed, to reconvene 


at 9:30 a. m., Thursday, May 21, 1953.) 














THE EFFECT OF THE PRESENT TAX STRUCTURE ON 
SMALL BUSINESS 


THURSDAY, MAY 21, 1953 


House or REPRESENTATIVES, 
SeLecr CoMMITTEE TO ConpuUcT A Srupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in room 
445, Old House Office Building, Hon. Horace Seely-Brown, Jr., pre- 
siding. 

Present: Representatives Seely-Brown (c chairman), Sheehan, Hos- 
mer, Yates, and Steed and also McCulloch. 

Also present: Carl Davis, staff director; William H. Quealy, com- 
mittee consultant; David E. White, chief investigator; and Jane 
Deem, clerk. 

Mr. Seeiy-Brown. The committee will be in order. 

The first witness is Mr. Marion B. Folsom, Under Secretary of the 
Treasury. 


STATEMENT OF MARION B. FOLSOM, UNDER SECRETARY OF THE 
TREASURY OF THE UNITED STATES, WASHINGTON, D. C. 


Mr. Srety-Brown. Mr. Secretary, I can say that this committee is 
pleased indeed to have you appear as a witness, and we very sincerely 
welcome you aboard. During the past 2 days we have been in nearly 
continuous session. Many witnesses have appeared before us, and 
testified as to the effect of our present tax laws on the small-business 
community. I am sure that your testimony on this subject will be of 
tremendous interest, not only to this committee and to the Members 
of Congress, but also to the people of our country as a whole. 

I suggest, sir, if such is your pleasure, that you make a complete 
statement, without interruption, and at the completion of the formal 
art of your testimony we then have a period during which the mem- 
= of the committee may ask you questions. If such is your pleasure, 
we will be very pleased to have you proceed. 

Mr. Fotsom. Thank you, Mr. Chairman. I am sorry I have no 
copies of my statement now. They will be here in a few minutes. We 
had to make some last minute changes because we were quoting some 
parts from the President’s message yesterday. They will be here be- 
fore I am through, and the committee will have copies of them. 

I am glad to have this ery to discuss with members of 
Subcommittee No. 2 of the House Select Committee on Small Business 
some of the major tax problems which confront small business and to 
outline Treasury viewpoints and objectives in this important area. The 
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invitation to appear before you, extended by your chairman, comes at 
a most opportune time. The Treasury Department is now engaged in 
an intensive study of the entire tax system; the material which is de- 
veloped in these dow oat may be helpful in our own work. Though 
it is not now possible to indicate specific recommendations which will 
be made to the Congress at a later time through the Ways and Means 
Committee, I can note some of the major areas of interest and indicate 
the point of view from which we approach our examination of the tax 
law. 

This administration is vitally interested in encouraging small busi- 
ness which is so important an element in the balanced and dynamic 
development of the American economy. We need small business, as 
well as medium-sized and big business. Each has its role to fulfill; 
each has its special contribution to make toward meeting our economic 
needs. Policies to reduce the tax barriers to the growth of small 
business are especially important to maintain the traditional American 
pattern of economic organization. 

As President Eisenhower said in his state of the Union message: 

* * * We must develop a system of taxation which will impose the least 
possible obstacle to the dynamic growth of the country. This includes particu- 
larly real opportunity for the growth of small business. Many readjustments 
in existing taxes will be necessary to serve these objectives and also to remove 
existing inequities. Clarification and simplification in the tax laws as well as 
the regulations will be undertaken. 

The Treasury’s review of the tax system will, we are sure, develop 
a number of practical measures which can contribute to the growth 
and continued independent existence of small business, including 
(1) simplification and clarification, (2) the removal of provisions 
which serve as a trap for the unwary, and (3) the reduction of paper- 
work involved in the payment of taxes by small-business men. 

Secretary Humphrey in his statement before the Treasury Sub- 
committee on Appropriations stated the goal of the Treasury as 
follows: 


It is our purpose in the Treasury to help provide the proper economic climate 
in America. The fiscal policy is very important in determining that climate 
which is intangible but has a direct effect upon the lives of each of us every 
day. It is our purpose to establish and maintain such fiscal policies as will 
permit America to continue to grow and reach even higher standards of living 
for all its people. 

Whatever suggestions the administration makes to Congress for 
tax legislation will be the result of the most careful possible study in 
an effort to determine what is for the good of the entire Nation. I 
wish that we could foresee enough reduction in expenditures in the 
immediate future to permit us to recommend all the adjustments 
which we find desirable. However, as the President stated in his 
recent message on the budget: 

The Treasury must be assured of adequate revenues to finance necessary 
expenditures for national security and other essential purposes. 

We shall proceed as promptly as we can with recognition that our 
recommendations must be consistent with our primary objective of 
maintaining a sound budget position. 

It should be emphasized that we do not believe that the tax revisions 
needed to promote the sound development of small business should be 
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regarded as special favors but rather as a method of preserving a dy- 
namic, progressive, and ¢ ompetitive economic system. 

The broad objective of providing a tax system under which small 
business will flourish has three major aspects: 

First, small business must be permitted to grow. An ample supply 
of available funds from the business’ own earnings and from outside 
sources is essential to finance expansion. In this connecton the 
structure and rates of the corporate and individual income taxes, the 
definition of income, the allowable deductions, and the treatment of 
undistributed corporate income are all of great importance. 

Second, the continued independent existence of established small 
business must be encouraged. Those features of the law and regu 
lations which relate to financing the estate taxes due when important 
members of the business die are of particular interest. The tax effect 
of the recapitalization which occurs in connection with the partial 
withdrawal of the investment of the original owners is also of special 
importance. 

The third major approach is one not directly related to the actual 
dollar load of tax but is concerned primarily with lightening the bur- 
den of compliance for small business through simplification of the 
tax laws and regulations and improvement in administrative atti 
tudes. Such an improvement would go a long way toward reducing 
arbitrary interference with business decisions, minimizing areas of 
unnecessary dispute and controversy, and eliminating painful un 
certainties in the final determination of the tax liability as well 
needless adjustments of income and deductions from one taxable year 
to another 

The specific areas of difficulty and corrective suggestions which I 
shall mention must be considered only as examples of the problems 
and alternative solutions now under study. They do not in any sense 
indicate definite policy recommendations or conclusions. 

Some of the revisions involved are essentially technical and have 
little revenue significance. Others, unfortunately—including some 
of greatest importance incentivewise—carry revenue losses of varying 
amounts and the existing tight budget situation imposes severe limita- 
tions on the actions Suu on may be undertaken now. 

Regardless of the immediate promise of each particular measure, 
we must not lose sight of the fact that overall tax reduction is justified 
only as we show that we can succeed in bringing the budget under 
control. As the budget is balanced, the tax burden can be eased. 
But, as Secretary Humphrey has indicated, both taxes and expendi- 
tures should come down together. Sound policy requires careful and 
coordinate timing of tax and expenditure reduction to avoid either 
inflation or depression. 

I will take up a number of these specific measures: 

A. Reduction of tax barriers to growth, excess-profits tax: The ex- 
cess-profits-tax highlights the interrelated economic and budgetary 
&ispeces OL the provieu, ‘This tax is of concern to many small busi- 
nesses. Because of the need to maintain revenue until expe nditures are 
reduced, President Eisenhower, in his message to the Congress on May 
20, recommended the extension of the excess-profits tax for 6 months 
beyond its present expiration date of June 30. In doing so, he stated 
that— 
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* * * This action seems necessary in spite of the fact that this is an un- 
desirable way of taxing corporate profits. 

Though the name suggests that only excessive profits are taxed, the tax 
actually penalizes thrift and efficiency and hampers business expansion. Its 
impact is especially hard on successful small businesses which must depend on 
retained earnings for growth. These disadvantages of the tax are now widely 
recognized. I would not advocate its extension for more than a matter of 
months. However, under existing circumstances, the extension of the present 
law is preferable to the increased deficit caused by its immediate expiration 
or to any short-term substitute tax. 

The scheduled expiration of the tax in June would be misleading in its 
consequences, 


This is a fact which is not generally understood. 


It would simply mean that the tax would be applied at half the full rate, 15 per- 
cent, to all of this year’s business income. Therefore, its bad effects in penalizing 
efficiency and encouraging waste will continue through this year in any event. 
The extension of the tax through December 1953 would maintain the full 30 per- 
cent rate for the entire year and would produce a gain in revenue of $800 million 
in the fiscal year 1954. 

The termination of the excess-profits tax at the end of this year, in 
accordance with the schedule recommended by the President, will 
remove one of the major tax problems of small business. 

B. Depreciation: One of the positive steps that may be taken to 
reduce obstacles to the dynamic flow of investment is an improved 
treatment of depreciation in computing taxable income. This is of 
particular importance to small business. 

The depreciation allowance is essentially a matter of timing of 
deductions, but the speed of the tax-free recovery of costs is of critical 
importance with respect to the willingness to incur risk, the working- 
capital position, and ability of the business to borrow. 

A liberalization of the present rules governing depreciation so as to 
allow management greater discretion would increase total investment, 
particularly in risky ventures, stimulate a generally higher level of 
national income and economic activity, and incidentally, but not less 
important, remove sources of irritation and fruitless controversy in the 
administration of the tax laws. 

A more liberal depreciation policy would also ease the financial 
problems of many small businesses. ‘Working c: pital which the busi- 
ness could plow back into its operations or use to write off bank loans 
would be increased. 

Investment risk would be reduced by a quicker tax-free recovery of 
such outlays. The credit position of the small business would be 
improved, since more liberal depreciation’ allowances would give the 
business and its creditors a claim to receipts which is prior to the tax 
liability. This would tend to provide better access to bank funds for 
hard-pressed businesses which have no recourse to the ordinary sources 
of equity capital. 

One of the most direct ways of encouraging what is broadly termed 
“investment incentive” is to provide the ¢ apital necessary to back up a 
potential investment decision. All the incentive in the world will 
be futile unless business has adequate funds. 

While the administration’s objectives and sympathies in this area are 
clearly defined, there remain many questions as to methods and extent 
of change. Some liberalization may be effected through regulations 
issued under existing statutory provisions. More extensive changes 
may require legislation. The adoption of a substantial program in 
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this character would require careful planning, and the initiation of the 
new rules must be related to the general budgetary situation. 

As you can understand, if you make a broad liberalization of depre- 
ciation, it is bound to result in a loss of revenue during the first year or 
two. In the long run it will not, assuming tax rates remain the same. 
For that reason, we must always keep in mind the budget situation in 
considering what we can do in liberalizing depreciation. 

C. Section 102 surtax on surplus accumulation: Another provision 
of the tax laws of special interest to small business is the section 102 
surtax on improper accumulation of surplus. While it is generally 
recognized that some device of this nature is indispensable to prevent 
tax ¢ avoidanc e, section 102 has been an important source of controversy, 
primarily in its application to small business. Critics have charged 
that section 102 discriminates against small business retaining earn- 
ings in the form of liquid cash reserves for future use; occasions fear 
and uncertainty; retards expansion or causes premature or unwise 
expansion; and promotes undesirable business practices to divert 
profits which would otherwise be vulnerable.to the penalty tax. 

This whole area is being carefully studied with a view to improve 
administration and possible legislative recommendations. The rate 
and base structure of the tax penalty as well as the statutory criteria 


for its application need to be reviewed. A specific administrative as- 
pect which will need attention is the so-called immediacy test which 
makes it difficult for a small business to accumulate earnings gradually 
from year to year for ultimate use on sizable expansion projects. 
Large businesses, which can finance complete investment projects out 


of current e: irnings or justify an accumulation on the basis of definite 
and more or less formal plans, have been reasonably free from this 
problem. 

D. Corporate surtax exemption: The present surtax exemption as- 
sures corporate business a reduced rate on the first $25,000 of its earn- 
ings and a substantial reduction of the overall effective rate over a 
considerable range of income above that level. The surtax exemption 
was introduced in 1950 as a means of eliminating the high notch rates 
previously applied to incomes between $25,000 and $50,000, 

Basically, the reduced rate on small corporate incomes is designed 
for the assistance of small businesses dependent primarily on retained 
earnings for growth. A graduated tax for corporations cannot be 
justified on the same basis as progressive taxation of individuals since 
the size of the income of the business is not necessarily related to that 
of the individual owner. Whether the present surtax exemption is 
adequate for its intended purpose under present conditions is subject 
to review. Attractive as it may appear as a means of easing the tax 
impact on small concerns, even a moderate increase in the surtax 
exemption involves a substantial revenue loss. 

EK. Double taxation of dividends: The fundamental problem of the 
double taxation of dividend income raises special problems in connec- 
tion with small closely held companies. The small business aspect will 
necessarily be considered carefully in the work on methods of coordi- 
nating corporate and individual income taxes to alleviate double tax- 
ation. Here again the loss of revenue may be large, and desirable 
changes may have to be delayed or adopted on a limited scale. 

F. Individual income taxes: The level of individual income tax rates 
is of crucial importance for small business. The existing high indi- 
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vidual rates threaten to dry up the chief sources of risk capital funds 
and to reduce the willingness of potential investors to bear the type 
of risk associated with small, new business. 

G. Investment loss deduction : One of the most significant proposals 
for the modification of the tax law to encourage investment in small 
business and other risky ventures would provide more liberal recogni- 
tion of capital losses as offsets against ordinary income. Under 
present law, investment losses of individuals are ‘treated as capital 
losses and as such are deductible only against capital gains plus $1,000 
annually of ordinary income. Many feel that this tax treatment 

results in a “heads I win, tails you lose” situation which reduces the 
relative attractiveness of the type of risk investment involved in a 
small business undertaking. One possible remedy would be to in- 
erease the extent to which investment ean be offset against ordinary 
income. 

H. Excise taxes: One of the specific questions which your commit- 
tee has raised relates to the effects of the present system of excise taxa- 
tion on small business, 

The excises are the third largest source of Federal revenue and are 
now imposed on a variety of goods and services, some of which are true 
luxuries and others ordinary necessities. Some of the items taxed are 
produced by prosperous industries; others are supplied by industries 
that are experiencing economic distress, even at a time when the level 
of business activity in general is very high. Some of the items taxed 
are produced by industries in which the business unit is comparatively 
small. 

As President Eisenhower stated in his message of May 20 to the 
Congress : 

The wide variety of existing excise rates makes little economic sense and leads 
to improper discrimination between industries and among consumers, Specific 
proposals for a modified system of excise taxation will be included in the recom- 


mendations for tax revisions that will be submitted to the Congress next 
January. 


He noted further that: 


The reductions in excise taxes, which would take place next April under 
present law, should be rescinded pending the development of a better system of 
excise taxation. 

The interest of small business in the relative emphasis to be placed 
on excise taxes and the selection of items to be taxed is appreciated in 
the Treasury Department. Moreover, we are fully aware of the im- 
portance, particularly for the small business, of reducing the tasks 
of compliance imposed on manufacturers and retailers to the minimum 
consistent with fair and uniform enforcement. Some of the steps 
being taken in this direction will be mentioned later. 

I. ‘Independent existence of small business: The problem of en- 
couraging vigorous small business is twofold. It is not enough merely 
to facilitate the growth of such business. Encouragement for its con- 
tinued independent existence is equally important. 

In this connection, attention must be given to the problems of 
financing estate tax liabilities and the tax treatment of the recapitali- 
zation of a cor poration which arise from the partial withdrawal of the 
investment of an important shareholder who seeks to give his estate 
greater liquidity, diversify his investments during his declining years, 
or to effect an orderly transition to new active management. 
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While various limited provisions have been developed to meet these 
problems, much remains to be done in order to prevent adverse effects 
on the flow of business investment. The existing rules governing the 
tax status of recapitalizations and partial liquidation are highly 
technical, rigorous, and uncertain. Complete sale or merger, usually 
with a larger corporation, is frequently preferred to avoid these risks 
and complexities. The consequence is the extinction of the business 
as an me tetan t entity. Amendments to the law and changes in 
administrative policy which may reduce the existing tax impetus to 
mergers deserve careful study. 

The next main area is the simplification and administrative atti 
tudes. Small business, in common with all taxpayers, has a right to 
expect complete honesty and integrity in the tax collection service. 
It should be able to rely on the justice and the fairness of the Govern 
ment’s attitude. There are also a number of more specific ways in 
which the Government’s attitude and treatment of the taxpayers can 
accomplish much in lightening the practical load of tax payment. 

One of these is the matter of certainty. We are seeking ways in 
which we can give the taxpayer assurance that his tax planning will 
not be arbitrarily upset or that the same type of questions will not be 
raised over and over again. 

Clarify and simplicity in the tax rules and their application are 
also of peculiar importance to small business which is not well 
equipped to cope with complex provisions, to avoid possible penalties, 
or to take full advantage of favorable treatment. 

It should also be possible to reduce interference with the manage 
ment of business and unnecessary sources of dispute and friction. 
Controversy over such technical matters as the allocation of income 
and deductions among different tax years can be reduced. 

An illustration of an area which we are examining with a view to 
clarification and simplification is the tax treatment of pension and 
retirement plans and so-called fringe benefits. Lllogical and diserimi- 
natory results have developed in recent years under existing law and 
regulations. These are frequently detrimental to small business 
which cannot fully realize the benefits available without expensive 
technical guidance and counsel. 

Another example is in the determination of depreciation and related 
allowance on fixed assets. Administrative attitude are most impor- 
tant in giving the taxpayer some assurance that irritating and useless 
adjustments will not be made in his depreciation rates and that his 
allowance will conform broadly with reasonable managerial judg- 
ments as to the appropriate rate of writeoff. Commissioner Andrews 
has recently announced the establishment of a new administrative 
policy with respect to depreciation, to reduce controversies with tax 
payers. Under the new policy the taxpayer is entitled to reasonable 
assurance of stability in depreciation rates consistent with fair and 
effective enforcement of the statutes. 

Steps have already been taken to facilitate compliance with the 
excise tax laws. The audit of excise and income tax liabilities is being 
combined in one coordinated operation so as to minimize the inter- 
ference with business operating routine. A new simplified excise tax 
return, form 720, is in process of preparation. It will cover all of 
the Federal excises and will replace eight different excise returns now 
being used. Quarterly excise returns are already scheduled to replace 

34375—53——21 
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monthly returns after July 1 of this year. Consideration is being 
given to a further simplification by substituting annual for quarterly 
returns. 

Small business has a special interest in the rules governing the de- 
duction of such items as reasonable salary compensation and research 
and development expenses. 

Criticism is frequently made that there is too much inquiry by reve- 
nue agents as to the reasonableness of wage or salary deductions. 
Present law specifies as trade or business expenditures ordinary and 
necessary expenses in carrying on the business, including a reasonable 
allowance for salaries or other compensation for personal services 
actually rendered. The test of reasonableness has driqhentty been a 
source of irritating controversy. This is a matter which merits sym- 
pathetic consideration, 

On the other hand, business has an obligation on its part not to load 
tax returns with extravagant and unnecessary deduction in the nature 
of disguised compensation for business executives. Widespread _ 
licity has been given to the misuse of expense deductions under high 
tax rates. This is a matter receiving careful attention. 

Research and development expenditures are frequently essential to 
the success of small, growing businesses. Over a period of years the 
Bureau of Internal Revenue has generally allowed taxpayers incur- 
ring research and development costs to follow a consistent practice to 
expense or capitalize them at their option. The option to expense, 
however, does not ordinarily apply to capital items having a substan- 
tial life beyond 1 year or adaptable or other use, or to the cost of 
obtaining patents. While the expensing of research and development 
costs has definite advantages, it is not always feasible for small bus- 
iness which does not have a regular research and development budget. 
Measures to clarify and liberalize the present treatment, particularly 
with a view to insuring that the expensing option is fully available 
to small business, will receive comprehensive study. 

I can assure you that in our investigation and planning on tax 
matters in the Treasury we welcome the type of information and sug- 
gestions developed by your committee. We are working in close co- 
operation with the congressional tax committees and staffs. In addi- 
tion to drawing upon the results of past studies and proposals on tax 
policy affecting small business, we are also consulting with various 
groups outside the Government which have been examining the opera- 
tion of the tax system as well as informal groups which we have asked 
for assistance in our efforts to improve the tax laws and administra- 
tive procedures. 

With this broad base of information and guidance, we are striving 
to do our part in helping to solve the difficult problems confronting 
us. At the proper time, recommendations for legislative revision will 
be submitted to the Congress through the Committee on Ways and 
Means, which has primary responsibility in revenue matters. 

It would be false optimism to assume that all the problems of small 
business could be solved by revisions in the tax law, or that quick and 
easy solutions to the tax aspects of the problem which confronts small 
business are readily available and can be put into effect immediately. 
However, we are determined to bring to the solution of these problems 
the best available skill and knowledge and to proceed with corrective 
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rules and legislation as rapidly as budgetary and other limitations 
will permit. 

Thank you. 

Mr. Srevty-Brown. Thank you, Mr. Secretary. 

There are certain questions that occurred to me as I listened to your 
testimony. I noted from the President’s message that the estimate 
of tax receipts for the fiscal year of 1954 is a reduced estimate. I 
wonder if you feel that would indicate the business taxes are being 
pushed beyond the point of diminishing returns. 

Mr. Forsom. There has been some misunderstanding about the 
revenues, because we have revised downward the estimates of revenues 
for the current fiscal year and also the fiscal year starting July 1. Our 
estimates by the way agree very closely with the estimates compiled 
by Mr. Stam’s group, the Joint Committee on Internal Revenue Taxa- 
tion. The actual figures show that we are collecting quite a bit more 
money than we did last year, but they are not up to the estimates which 
were made in January by the previous administration. No one is criti- 
cizing the administration for those estimates because it is very difficult, 
as you can realize, to estimate the revenues‘for a year and a half or 2 
years ahead. 

You might be interested in our estimates of the total revenue. For 
fiscal 1952, that is the year ended June 1952, our total net receipts were 
roughly $62 billion. For the fiscal year lf 53. the year we are now in, 
at the end of June 30, the past administration estimated in January 
that the receipts would be $69.7 billion. We have revised those down- 
ward at least a billion anda half. It might be more. It will probably 
be more than that, but say a billion and a half would bring it down to 
$67.2 billion. But it is still considerably above the fiscal 1952. 

Looking ahead to the next fiscal year which starts July 1, if we had 
no change in taxes at all, and continued the present level of taxes 
without any tax rate change at all, we would estimate that the receipts 
would be $69.6 billion, or $2.4 billion more than the current year. 

With the reductions whic h were scheduled to take effect on the 
existing law, that is the excess-profits tax going on July 1, and the 
individual income on January 1, the estimate would be $67.5 billion. 

So even with those reductions we estimate we are going to collect 
more in the next fiscal year than we are in the present fiscal year. That 
is based on the assumption that we think the business is going to con- 
tinue good, and the business incomes will be higher, and the corporate 
profits for the calendar year 1953 are going to be higher than the 

calendar year 1952. It is true in some of these taxes we are reaching 
a point where you are reaching the diminishing returns, but we have 
not actually reached it yet 

Mr. SeeLy-Brown. With regard to the statements that you made 
in quoting the President’s speech of the other night regarding the 
further continuance of the excess-profits tax, do you believe that posi- 
tive assurance can be given the small-business community and the peo- 
ple that the January 1 date is a final cutoff date? 

Mr. Fousom. I think the President is very definite in that respect. 
He said he wanted to extend it only for 6 months. He did have a 
statement that if he finds at the end of the year that we cannot a 
the reduction in individual income-tax reductions on January 1, the 
loss of revenue there, if we find the budget situation might be such that 
we need more revenue, then he would be in a position to come in and 
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make alternate recommendations for alternate sources. But he did 
state definitely he wanted excess-profits tax extended for 6 months. 

Mr. Srety-Brown. In other words, if you find January 1 that the 
budgetary picture indicates the budget is out of balance, you will not 
recommend the continuance of the excess-profits tax but might recom- 
mend other taxes or other tax reforms to raise the necessary revenue ? 

Mr. Forsom. Other alternate forms. He is very specific about excess- 
profits tax going out December 31. 

Mr. Seety-Brown. Would you be prepared at this time to give any 
more specific recommendations regarding the possible liberalization 
of the laws governing depreciation ¢ 

Mr. Fotsom. No. We are studying that very carefully now in the 
Treasury, and the Bureau of Internal Revenue. The problem there is 
that if we liberalize, as I indicated before, if we should suddenly adopt 
a much more liberal policy on depreciation, we could lose, in applying 
it to all existing machinery and equipment and plant, it might involve 
a considerable loss in revenue, it would involve considerable revenue 
because many people take advantage of it right away. 

On the other hand, what we are hoping to do is to make some changes 
which would tend to meet the problem but not cost us too much revenue 
immediately. In the long run, of course, you don’t lose anything by 
it, assuming tax rates remain the same, because you can write off your 
plant only once. We would like to make it possible for companies to 
write off a higher percentage of the costs of equipment during the 
early part of the life of the equipment. We are studying ways in 
which we will see if we can do that through regulation, and we have 
not reached a conclusion on it yet. If we find we cannot do anything 
by changing regulation, then we will submit recommendations to the 
Congress by the end of the year on changes we think should be made 
on legislation. 

Mr. Seety-Brown. I would like to go back again to excess profits. 
Do you feel that one-half of the full year rate is actually not as unde- 
sirable as the rate for continuing on for the whole year ¢ 

Mr. Fotsom. No. What we say there is that we have practically all 
the bad effects of excess-profits tax throughout the calendar year any- 
how. A company, for instance, now might not be in the excess-profits 
bracket, say, the first six months of his calendar year, but business is 
fine and profits go up and they find that in the latter part of the year 
they are in the excess-profits-tax bracket. Then they can do a lot of 
the things that they are doing now, putting in additional expenses and 
trying to charge off all they can, and they have the rest of the year in 
which to do that, because the rate applies for the whole year. The only 
difference is that they will pay at the 15-percent rate instead of the 
80-percent rate. That means they will have less retained earnings. 
But we feel that the continuation of that tax for 6 months will not 
cause as much difficulty because of the fact we already have most of 
these inefficiencies, the bad effects of it, as it would be to try to put on 
any additional tax for a short period. 

Mr. Srery-Brown. In other words, actually continuing it for the 
last half of this year might, in fact, be much better for the small- 
business man than to try to develop a new tax that would apply only 
for a comparable period of time. 

Mr. Fotsom. We haven’t got figures to show that percentage of 
small business which pays an excess-profits tax, but we do know that 
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of the corporations as a total the percentage is rather small, between 
15 and 20 percent, that pay excess-profits tax. If you wanted to take 
off excess-profits tax July 1, and try to recoup that through an increase 
in the normal rate, for instance, then the 75 or 80 percent of the com- 
panies would be subjected to this increase in corporate rate and would 
not get any relief from excess-profits tax. 

Mr. Srety-Brown. In other words, most people very properly have 
done about everything they can do to get out of the excess-profits tax 
for the first half of this year, and as a result they are not going to be 
so badly stuck for the second half; is that it? | 

Mr. Forsom. Even last year, only a small percentage of the com- 
panies paid excess-profits tax, even before this year. In some in- 
stances, very few companies pay excess-profits tax. So that is why it 
would not seem to be fair to increase the normal corporate tax rate in 
order to make up for any loss of revenue you might get from letting 
the excess-profits tax go up in July. 

Mr. Yates. When you said that 15 to 20 percent—— 

Mr. Forsom. I said all corporations. 

Mr. Seeiy-Brown. All corporations pay -the excess-profits tax, do 
your statistics indicate what portion of those businesses which may be 
classified as small business pay excess-profits tax ? 

Mr. Fotsom. No. I don’t think we have that figure broken down 
that way. 

Mr. Srety-Brown. One final question, Mr. Secretary. I noted in 
the President’s message, and you referred to it in your statement, that 
the wide variety of existing excise taxes makes little economic sense. 
I believe many of us would agree to that statement. I wonder if you 
would care to elaborate on that. 

Mr. Fotsom. All you have to do is to look at this table of excise 
taxes. I am talking primarily of taxes other than the liquor and 
tobacco, because those are really in a class by themselves. We have 
had those, we have always had those, and we are talking here of excise 
taxes put on primarily during the war years in order to raise revenue 
quickly. In the first place, there are some on the manufacturers’ level 
and some on the retail level. When you study these excise tax situa- 
tions you find quite a difference of opinion among the groups as to 
which is better, whether you ought to have a manufacturers’ excise 
tax or retail excise tax. 

You have business groups themselves split as to which is desirable, 
and the disadvantages on either one and the advantages on either one. 
So we are studying that whole issue, too. But when it comes to rates, 
you will find, for instance, toilet preparations, electric light bulbs, 
20 percent. You will find passenger cars, 10 percent. Trucks and 
busses, 8 percent; tires on the basis of 5 cents to 9 cents a pound. You 
have electric appliances 10 percent. You have jewelry 20 percent re- 
tail. Refrigerators, 10 percent at the manufacturers’ level. You have 
radio, television, photographs, 10 percent at the manufacturers’ level, 
and you have luggage at 20 percent of the retail price. 

Furs, 10 percent. Sporting goods, 15 percent. Transportation, 15 
percent. Transportation of personal property, 3 percent. You have 
a lot of services. 

As you know, there is the admission tax on the movies. You have 
the stamp taxes of various kinds. We say if you will look through 
this, you will find that there is not any rhyme or reason to it. What 
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we are hoping to do is to come out before the end of the year with 
recommendations that would give a little better balance to the thing 
and more uniformity. Some of these rates are probably too high. 

It doesn’t seem to be quite fair to tax certain industries at a very 
high rate because as you know these excise taxes originated during the 
war when many times they wanted to put a very “high rate to ‘keep 
people from making those things and buying those things, because the 
metals and materials going into those were ‘for war purposes, so they 
put on a penalty rate to discourage production. It was supposed to 
go off at the end of the war, but it didn’t. On the other hand, while 
it is not fair, we would lose revenue. In some,cases you would not 
lose much revenue, but we would lose some. We are trying to develop 
a system that will get the revenue all right but then will not be so bad 
as this is on certain industries, and as unfair. 

We want to reduce the inequities and try to get more uniformity. 
That is a long-range study we are engaged in now, and we hope to 
come out with some recommendations. In fact, the President told us 
we have to come out with something by the end of the year. 

Mr. Srety-Brown. You are not necessarily suggesting anything like 
a manufacturers’ sales tax on a manufacturers’ level. 

Mr. Fotsom. We have no recommendations on it at all. We are just 
studying the whole problem. Of course, it depends quite a lot on the 
revenue situation at that time. 

Mr. Seerty-Brown. Mr. Sheehan? 

Mr. Sueenan. Mr. Folsom, as you well know, during the past 
couple of days we have heard a lot of testimony from small business, 
and they all come back to the tax question. I am personally very 
happy to know from your statement that it seems as if the Treasury 
Department was sitting right here, because you have hit about every- 
thing they have stressed. From Mr. Eisenhower's statement about 
fostering the growth of small business, I feel if the Treasury Depart- 
ment follows the line of thinking you have set out here you will goa 
long way toward satisfying small business and the small taxpayer. 

From my own standpoint and I would say from a Republican 
standpoint, the misconception is going around in the country that 
this is a big-business administration and big business is being favored. 
So it behooves you fellows to do something about small business and 
the small taxpayer, and I am glad to see you are now on the right 
track. After all, small business must be permitted to grow, and the 
only way it can be done is by equitable and fair tax rates. By small 
business we not alone think of small corporations but the small tax- 
payer, who at many times is a private businessman, who has a small 
pusiness and pays those tax rates. If the tax rates are too big, it 
involves the business of venture capital. I have no other questions 
except to compliment you on the fact that the Treasury Department 
knows where the problem lies. 

Mr. Hosmer. I wonder if the Treasury knows whether the recom- 
mendations that the President said he was going to come up with in 
January would be more or less spotted through the present Internal 
Revenue Code as it is written or will they be for an overall revision of 
that code and the regulations under it? 

Mr. Fotsom. As you know, the Joint Committee on Internal Reve- 
nue and the Ways and Means Committee together are making quite a 
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study on this whole question of revision of the code. Our staffs are 
working closely with the staffs of those two committees. The Ways 
and Means Committee has scheduled hearings starting in June, I 
think, to go into all of these questions, the technical questions on the 
revision of the code, and also general policy questions. We are con- 
cerned in our study in the Treasury mainly with the broad policy 
questions, some of the things which I have indicated, and the people 
in the Internal Revenue are also very much concerned with some of 
these technical matters and so are we in the Treasury concerned with 
it. We are hoping to come out with suggestions in both directions 
to simplify the system, the code, the administration, and procedures 
and all, and at the same time get into some of the major policy ques- 
tions. So we have a very ambitious program. How much we will be 
able to accomplish, between now and the end of the year, we don’t 
know. But it is a long-range thing, and we can’t expect to do it all 
in a few months. 

Mr. Hosmer. A specific answer to my question would be you do not 
at this point ? 

Mr. Fotsom. We expect to cover all the questions. 

Mr. Hosmer. Would it be an alternative, either one set of recom- 
mendations for a revision of the present code and another set of recom- 
mendations for a new code entirely ¢ 

Mr. Fotsom. No. I doubt if we would go as far as to say a new 
code entirely, but we will have recommendations on many parts of the 
code. 

Mr. Hosmer. The complaint has been that the thing has grown up 
now for a number of years, and it has been patched and repatched 
and it has finally become an unrecognizable and un-understandable 
thing. 

Mr. Fotsom. Quite a few committees, as you know, of the Bar As- 
sociation and the Congress and all, have been working on this for a 
number of years. We have been in close touch with them, and it 
might be that we could come up with a complete revision. I would 
not want to promise too much at this stage of the game. 

Mr. Hosmer. We have heard testimony here with respect to certain 
particular taxes with the allegation—and I think on pretty firm evi- 
dence—that certain taxes have proceeded beyond the point of dimin- 
ishing returns, particularly with respect to or just as an example, liquor 
taxes and theater admissions. Do you intend on these matters, if they 
are uncontroversial, if it is apparent that they have gone beyond the 
point of diminishing returns, to make some recommendations with 

respect to them ahead of these more general recommendations that 
you will have later? 

Mr. Fotsom. I plan to come up, as the President said he wanted to 
come up, at the end of the year in this excise-tax field. He is recom- 
mending that we rescind those on April 1, and by then you will have 
a plan that will be more uniform and more sense than what we have 
now. We will have to take into account, of course, some of the items 
that seem to be too high. Whether the liquor taxes, for instance, have 
reached that point, we don’t know, and it will be very difficult to deter- 
mine whether they have or not. But that really is a question all by 
itself, that particular one. But we are studying all of those, each 
one of these, and hoping to come up with a recommendation with 
regard to the whole structure. 
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Mr. Hosmer. In other words, we are not to expect recommendations 
prior to next January related to those / 

Mr. Fotsom. Yes; related to all of the excise taxes. 

Mr. Hosmer. You said that the budget estimates or collections esti- 
mates for 1954, with reductions, is at $67.5 billion. Are the reductions 
you referred to the ones referred to in the present law, such as expira- 
tion of the excess-profits tax and so forth ? 

Mr. Fotsom. Yes. I havea copy of a chart here which—or a state- 
ment here, which was in the President’s message yesterday. I will 
read from it because I think it gives a little better indication of these 
figures. 

For the fiscal year 1954, the year starting in July, July 1, the past 
administration estimated the receipts would be $68.7 billion. 

Mr. Yares. Is that 1954 or 1953? 

Mr. Forsom. That is the 1954, for the next fiscal year. We revised 
those estimates downward by $1,200 million so that the receipts with 
the present scheduled tax reduction, in our revised estimates, will be 
$67.5 billion. 

Mr. Yates. If I may interrupt, I thought you stated previously 
that the previous administration anticipated revenues for 1953 of 
$69.6 billion. 

Mr. Fortsom. That was 1953 I was giving you. 

They estimated $69.7 billion for the fiscal year 1954. In fact, I think 
the estimates are the same. I think the estimates of 1953 and 1954 are 
exactly the same. 

Mr. Yares. As I got the figures you testified to before, you stated 
that the previous administration had estimated that for the fiscal year 
1953 revenues would be $68.7 billion. 

Mr. Fotsom. He estimated exactly the same for fiscal 1953 and 1954. 

Mr. YAres. Where did I get the figure of $69.6 billion ¢ 

Mr. Fousom. That is the figure I gave you as to what our receipts 
would be in 1954 if there were no change at all in taxes. 

Mr. Yates. I see. 

Mr. Fotsom. The point I am trying to make there is that we are not 
assuming that business is going off, and the receipts are going off, 
but some of $2.1 billion of this difference will be due to the expiration 
of taxes and not to the falling off of business. Now, getting back to 
the 1954 business—— 

Mr. Hosmer. I am confused about that $69.6 billion estimate. Your 
estimates show it was the Eisenhower estimate of 1954 receipts without 
contemplated reductions, 

Mr. Forsom. That $69.6 billion is the figure I had to show if we had 
no change whatever in taxes at all during this year. 

Mr. Yares. Do you mean without the expiration of the excess-profits 
tax and without the expiration of the law on December 31? 

Mr. Fotsom. Assuming excess-profits tax went right on and assum- 
ing individual tax went on after Smet 1. It would be $69.6 billion. 
That is just a theoretical statement to show you that we are not expect- 
ing any decline in earnings. 

Mr. Yares. This anticipates a continuation of the personal-income- 
tax reduction which is scheduled to expire on December 31, 1953. 

Mr. Fotsom. $69.6 billion is really a confusing figure. I simply put 
it in to show you 

Mr. Yares. Certainly we got confused with it. 
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Mr. Fotsom. At the time I was going to bring out a point that we 
are not expecting any decline in revenues. To clarify this question on 
the 1954 fiscal year, the past administration estimated $68.7 billion 
for fiscal year 1954. We are revising that today by $1.2 billion and it 
results in $67.5 billion, with the present scheduled tax reduction. 

The changes that the President recommends, extension of the excess- 
profits tax for the rest of the year, this revision of the excess taxes, by 
that we are going to gain a billion dollars of it—so on the revised 
budget the receipts will be $68.5 billion. 

Mr. Hosmer, Do you have the figures for what the excess-profits 
collections were in 1952?@ 

Mr. Fotsom. I haven’t got them separated. The total corporate 
income taxes in 1952 were $21.5 billion. 

Mr. Smiru. Excess-profits tax for 1952 has not been pulled off from 
the total figures for 1952. 

Mr. Hosmer. How did you arrive at that $800 million figure for the 
value? 

Mr. Fotsom. We figure the excess-profits t: 1x for the full year brings 
us in now about $2 billion, for the full year. We collect more in the 
first half of the calendar year than the second half. So from July 1 
to December 31 we estimate that we would collect $800 million on 
excess-profits tax. 

Mr. Hosmer. That is due to the final payments falling due in the 
spring of the year? 

Mr. Foutsom. That is what we would gain by extension of the excess- 
profits tax. We estimate $800 million. Mr. Stam’s committee, I think, 
‘ame up with almost the same estimate. 

Mr. Seety-Brown. Mr. Yates? 

Mr. Yates. Mr. Folsom, we have been talking a lot about small busi- 
ness and your testimony has revolved about small business. What do 
you mean by the term “small business” ? 

Mr. Fousom. I think everybody has a different definition of small 
business. 

Mr. Yates. I want to commend you on a very fine statement, but 
I would like to define it more exactly by knowing just what you mean 
by the term “small business.” 

Mr. Fotsom. I don’t know whether we can give you an exact defini- 
tion of it. Some people would say a company with three or four hun- 
dred people would be small. It is related also to the type of industry. 
If you take an automobile industry, they look upon a small company 
there to be a very large company because they are comparing it with 
tremendous companies. I might ask Dr. Smith if he could give me 
a definition of small business. In my opinion it is a company with 
less than 500 employees, I would say. That would be a small business. 

Mr. Yates. In your testimony, as I remember it, you have suggested 
a impact of certain features of the tax laws on small business. Would 
you think that small business, as you understand it to be, should re- 
ceive special benefits from the tax laws as opposed to big business? 

Mr. Fotsom. I don’t think most of these things we are talking about 
here would affect all sizes of business concerns. I think you will find 
as far as taxes are concerned there is very little difference in impact 
on the tax laws, a difference from one sized company to another sized 
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company. But there are some special problems of the small-business 
concerns, 

Take this question of development—research and development. For 
a large company we have a research and development department, and 
you have those expenses going on all the time, and there is not much 
question about your tax problem. But in the small company, you 
can’t do that. You have to save up your money. That is the kind of 
problem I would say is from small business. That problem might 
occur in a small manufacturing concern of three or four hundred peo- 
ple and it might apply to a company of a half-dozen people. But the 

problem there to be quite different would be to a large company where 
aie would have a regular research department. That is a problem 
that is difficult to what is small and what is not small. 

Mr. Seety-Brown. Do you not agree, Mr. Secretary, that from a 
practical point of view you have to consider each business as an indi- 
vidual case, and compare it in size with others in the same general field ? 
That is the definition we try to follow in this committee. 

Mr. Yares. I wonder what definition you have used yourself. 

Mr. Srzry-Brown. We have had a very flexible definition but we 
have tried to analyze each case on a fairly individual basis if that 
were possible. 

Mr. Forsom. I was connected with an organization before I came 
here, the Committee for Economic Deve slopme nt. We made quite a 
study of the special problems of small business. I do not think they 
were able to arrive at a definition. 

Mr. Yates. Did they attempt to make a definition ? 

Mr. Forsom. If you have not seen the publication, I will be glad 
to furnish you one. 

Mr. Yates. You just stated the operation of the tax laws has one 
effect, namely, that it hits all businesses alike. It may have particu- 
lar effects on certain businesses, but the tax laws draw no distinction 
between big business and small business. 

Mr. Fotsom. No, except in some of the rates, where your normal, 
say $25,000, limit is. 

Mr. Yares. That is true. If big business which doesn’t make a 
profit exceeding that during the particular year, that is so. 

Mr. Forsom. That is designed to help small business primarily. 

Mr. Yates. The Congress and many of the administrative agencies 
and many of your associations have taken the position that small 
business 1s the backbone of American economic life. Do you think 
that there should be any provisions in the tax laws that give small 
business a break as opposed to big business? 

Mr. Fousom. As I said before, we do know there are some special 
problems that small business has that big business does not have. 
We want to be sure that the tax laws take those into account. 

Mr. Yates. Do they now? 

Mr. Foutsom. We don’t think they do to the extent they should. 
I indicated a number of ways in which we are studying to see if we 
cannot remove some of those inequities. 

Mr. Yates. What is your feeling about changing the base period ? 
Here the President has recommended that the excess-profits tax be 
extended for another period of 6 months. He has recommended that 
it be continued on the same basis. Many of the witnesses who have 
testified before this committee have stated that the base period is 
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particularly unfair to their businesses. Don’t you think that the 
Ways and Means Committee could justifiably or properly establish 
a different base period or permit an optional set of years other than 
those that are presently used ? 

Mr. Fousom. If we were going to continue this excess- profits tax 
for any period beyond a few months, there are a lot of changes that 
ought to be made in it. 

Mr. Yates. The President suggested that it be extended until Jan- 
uary 1. Is there not a possibility that he may recommend it be ex- 
tended beyond that? 

Mr. Forsom. I would not recommend it myself, and we do not have 
any expectation in the Treasury of making any such recommendation. 
The President was rather specific in his statement, that he wanted it 
for 6 months. If you go beyond that point, you have to make all sorts 
of changes in it. 

Mr. Yates. I agree with that statement, except it had been antici- 
pated that the excess-profits tax would be permitted to die on June 30, 
and then this change comes along. Therefore, it is in the realm of 
possibility that he may recommend its extersion after that date. 

Mr. Fotsom. Anything is within the realm of possibility, but I 
don’t think it is at all likely. 

Mr. Sre.y-Brown. As I understood you earlier, Mr. Folsom, it was 
my definite impression that the January 1 date is a cutoff date, and if 
the budget was out of balance still, or the budgetary position looked 
bad at that time, rather than recommend a continuation of the excess- 
profits tax, per se, you would make, if that were necessary, recom- 
mendations of an entirely different nature. I understand that is 
definite policy. 

Mr. Fotsom. I would like to read what the President actually said 
about it. He said: 


It should be extended as now drawn for 6 months beyond its present expiration 
date of June 30. 


Then he goes on to say: 

This action seems necessary in spite of the fact that this is an undesirable 
way of taxing corporate profits. 

Then he said: 

However, under existing circumstances, existence of the present law is prefer- 
able to the increased deficit caused by the immediate expiration. These disad- 
vantages are now widely recognized. I would not advocate extension for more 
than a matter of months. 

That is about as definite as you can make it, I would say. 

Mr. Yates. The reason for my question was that the existing circum- 
stances which the President finds as being necessary to advocate the 
extension of the tax for 6 months, may conceivably be present at the 
end of the year and therefore he may recommend further extension 
of that. 

Mr. Fotsom. At the finish of that he says: 
preferable to the deficit caused by its immediate expiration or any short-term 
tax. 


Mr. Yates. You are pretty sure, then, that the Treasury will not 
recommend to the President the further continuation of the tax known 
as the excess-profits tax beyond December 31 of this year. 

Mr. Fousom. Yes. 
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Mr. Yates. I didn’t get the answer to my question as to whether or 
not you thought there should be special provisions to permit small 
business to prosper and grow. 

Mr. Forsom. I thought I answered that. 

Mr. Yarrs. Can you answer it again? 

Mr. Fotsom. I say we feel there are some special problems that small 
business has. In general, we think that small business thrives and 
grows along with large business. Most large businesses have devel- 
oped from small businesses, as you know. The main thing, we want 
to provide the proper economic climate so that all business can prosper. 

I don’t think you would have a situation in which large businesses 
are possible without small businesses being possible. Most small 
businesses depend to a very large extent for apaile upon big businesses. 
You take in a community where you have concerns, many small busi- 
nesses depend upon the larger concerns, the same way large business 
depends upon small business. A lot of big businesses have to go to 
small businesses for their supplies and also for the distribution or outlet 
of their product. It is just almost impossible to separate the two. It is 
impossible. In general, the taxes good for one type of business have to 
be good for the other. On the other hand we do know there are some 
special problems that small business has. We have indicated several 
of them in this statement that Imade. In those fields we feel we ought 
to give special attention to see if we can’t remove inequities that may 
exist in the present laws and make it easier for small business to 
develop, and without setting them aside and saying we are going to 
give all of these special privileges to you. We don’t want to do that, 
we want to find out what the problems are and find out what we can 
do to meet them in the way of tax laws and regulation. 

Mr. Yates. A number of witnesses who testified before the commit- 
tee have suggested an exemption of a hundred thousand dollars. What 
would be your viewpoint on it? 

Mr. Fotsom. I don’t see how you can justify that. We have so many 
people to take advantage of it, really people we don’t want to. 

Mr. Yates. What do you mean when you say the people who take 
advantage of it are people you would not want to? 

Mr. Fotsom. Well, there will be some corporations that might be 
set up for the purpose of getting that exemption. Some who are try- 
ing to get it will be small. I don’t see why a company of $100,000 
shouldn’t pay their taxes the same as anyone else. Of course you have 
some exemption in individual income that is a very low rate, but I 
would say $100,000 would be a pretty high rate for an exemption. 

Mr. Yates. Would you suggest raising it beyond the $25,000 exemp- 
tion now? 

Mr. Fotsom. No. That is one of the matters we are studying but 
I think it is a question of the lower rate. I wouldn’t want to com- 
ment on that; no 

Mr. Hosmer. In that particular connection, in your testimony you 
looked with disfavor upon a graduated tax on corporation income. I 
wonder if that applies to the amount of income less than $100,000 
graduating the rates up to there. 

Mr. Fotsom. I don’t think the principle is sound, the graduated tax. 

Mr. Yates. Principle what? 

Mr. Fotsom. I don’t think the principle of graduating the tax on 
corporate income is sound. 
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Mr. Hosmer. Specifically, though, does that opinion apply to the 
income under $100,000 ? 

Mr. Fotsom. Weil, it would be less objectionable. 

Mr. Yates. May I have your reasons why you don’t think it is 
sound ¢ 

Mr. Fotsom. We indicate, I think, in this statement here. You can 
justify it for an individual on account of the ability to pay basis. But 
with a business concern, you don’t know who owns it. 

Mr. Yates. But is that not one of the complaints that small bus- 
iness has, the fact that it has no ability to pay, too; and coupled with 
this fact, we do know that the tax laws have been criticized because 
of the fact that they are a deterrent to business to continue to do addi- 
tional business? ‘Therefore, if you don’t have a graduation, but have 
a specific number of brackets without a graduation, you will have 
businesses not wanting to do more business during the year because of 
the great additional tax that they might have to pay in the next higher 
bracket. Wouldn’t a graduation offset that? 

Mr. Fotsom. Yes. But that also applies to all businesses. The only 
answer to that is to try to get your whole level of taxes down. 

Mr. Yares. I agree it applies to all businesses, but nevertheless is 
it not a good reason why there should be a graduation ¢ 

Mr. Fotsom. You have it now. That is a question of how far be- 
yond this point we ought to go now. I would not want to comment 
on that. 

Mr. Yates. If you have too sharp a break rather than graduation, 
would you not have a deterrent to expand? 

Mr. Fotsom. We got away from that, when we got rid of this notch 
provision. We exempted the first $25,000. These low rates apply 
only to the first $25,000. But I would say we should not go much be- 
yond that point. 

Mr. Yarrs. What is the view of the new administration on the oil 
depletion allowance ? 

Mr. Forsom. We haven’t any view right now on the question. We 
haven’t said anything. 

Mr. Yates. I remember when the old administration appeared be- 
fore the Ways and Means Committee on the then proposed tax bill, it 
was recommended that the oil depletion allowance be reduced. I think 
their figure was 15 percent. Does the new administration have any 
recommendation on that at all? 

Mr. Fotsom. We haven’t studied that question at all and have not 
made any recommendations on it. It must be realized that we have a 
lot of things we are studying. We expect to come out with quite a few 
at the end of the year. 

Mr. Yares. The reason I bring that up is that I remember when I 
studied the oil depletion allowance, and went back to the base in 1926, 
in the Senate, when the oil depletion was passed, Senator Cousins of 
Michigan who argued against the depletion allowance, did so on the 
ground that it was discriminatory in favor of a particular type of 
business, that a new business starting up was going upon uncharted 
seas as well, and perhaps it should be given the same type of special 
consideration that the oil companies were being given at that time. 
What is your view in that respect Do you think it would be feasible 
to work out some sort of a formula for new businesses to be given a 
chance to operate and to grow and to expand, with some sort of an 
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allowance comparable to a depletion allowance in order that they 
might get going properly ? 

Mr. Fotsom. Of course if we can liberalize depreciation allowance 
along the lines I have indicated it would be a big help in that. What 
many people are suggesting to us, and it makes a lot of good sense, as 
I indicated in my statement, is that if we could get up a system in 
which we could let a concern, say write off three- fourths of the cost of 
a machine tool or equipment, in the first half of the life—say a machine 
tool lasts for 10 years, has an estimated life of 10 years—if you would 
write off 70 or 75 percent of that in the first 5 years it would be quite 
helpful, because he could finance it a lot easier, and it would stimulate 
the introduction of new machines and al]. Something along that line 
is something that would be helpful. Anything having to liberalize 
depreciation would meet the point that you have. 

Mr. Serry-brown. I might say, Mr. Secretary, a great many of 
the witnesses who have appeared in the last 2 days have emphasized 
the point you made, that they would hope to have a more rapid write- 
off in the first half of the life of the equipment. 

Mr. Forsom. That is a point we are studying now, to see if we can 
do anything in the way of regulating that, and if we can’t, we will 
have to come to Congress to ask for legislation. 

Mr. Seety-Brown. That of course is particularly helpful to the 
little man. To the little man it is important that his machinery be 
modern and as up to date as possible. 

Mr. Fotsom. That is why I devoted quite a bit of time to it. 

Mr. Yates. With respect to depletion allowance, that is a 2614 ex- 
emption from gross revenues, is it not? 

Mr. Fotsom. I wouldn’t want to comment. I don’t know enough 
about the depletion allowance. I haven’t studied that, myself. 

Mr. Yares. The reason that I raise that point is that increased de- 
»reciation would be applicable to all companies and not solely to new 
bealaeniie, But my question was directed to the fact as to whether 
a business just starting up, a new business, should not be given some- 
thing comparable to that allowance for a couple of years, at least, to 
get going. 

Mr. Forsom. But all your carryforward and carryback provisions 
are designed to meet that situation, too. Also, as we indicated, we 
thought we should look into the whole question of whether you 
shouldn’t permit a greater loss deduction, too, against income. 

Mr. Yates. Have you any ideas as to how much revenue would be 
lost to the Treasury in the event the exemption were raised to $50,000 
or $100,000? 

Mr. Forsom. No, but you would lose an awful lot, because you hit 
every company when you do it. It is just the same as raising the indi- 
vidual exemption in income taxes is quite an expensive situation as 
far as the Treasury is concerned. We could get estimates on that, but 
I haven’t got them with me. 

Mr. Yates. Does the Treasury have any idea now as to when the 
budget will be in balance? 

Mr. Forsom. As the President indicated, I think it all depends on 
the international situation, and to a very large extent on the defense 
situation. 

Mr. Yares. Assuming conditions go along as they are. 
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Mr. Fousom. The Secretary has indicated that we are hoping to 
— continuous reductions in the budget as this year goes on, and 
by the end of the fiscal year 1954, that would be June of 1954. we ought 
to be much closer to a balance than we are now. We cannot make 
any definite statements regarding that. What is happening now, you 
are closing the gap. We cut $41% billion, as the President indicated, 
the expenses are expected to be down 41% billion from the ‘Truman 
estimate. That is going to be a continuous process. The adminis- 
tration has been here for 4 months, say, and it can see a way in which 
it can cut it down 41% billion. Between now and the end of this fiscal 
year we certainly ought to be in a position to make further reductions 
on the thing, and the gap will be narrowing. When the gap is going 
to be closed exactly, it is very, very difficult to guess, and any figure 
given would be a guess on it. 

Mr. Yates. The purpose of my question, of course, is that I assume 
the ‘Treasury, based upon statements that I have seen, does not advo 
cate cutting taxes until the budget is in balance. Is that correct? 

Mr. Foutsom. The recommendations that the President makes are 
going to be quite a reduction in tax receipts. Take the excess-profits 
tax going off in January. That will mean a loss of about $2 billion a 
year. The individual income-tax reduction that he recommends on 
January Ist will be $3 billion a year. This program calls for a reduc- 
tion in taxes at the annual rate of $5 billion. That is quite a loss in 
revenue. We are doing that on the assumption expenditures are going 
down. 

Mr. Yates. When you say this program—do you mean that the 
Treasury contemplates not asking for a continuation of the taxes that 
expire on January 1, and therefore, there will be Sex reduction in 
spite of the fact that the budget will not be in balance ? 

Mr. Fotsom. This program of the President said that we were going 
to have excess-profits taxes off in January, and individual income 
taxes will go down this 10-percent rate in January. The expiration 
of excess-profits tax and that reduction of individual income taxes 
together will mean a loss of $5 billion revenue per year, on an annual 
basis. It is not going to hit us that much this present fiscal year, but 
when the full effect of those tax reductions take place, there is a loss 
of $5 billion of revenue. That is in line with the program of having 
taxes come down and expenditures come down. 

Mr. Yates. Well, I remember that when Mr. Dodge appeared be- 
fore my appropriations subcommittee several weeks ago he testified 
that the estimates of his department, at least, indicated that, predi- 

cated upon the Truman budget, with the loss in revenues attr bats ible 
to the expiration of the excess-profits tax and the income tax, the per- 
sonal income tax, December 31, there would be deficits in this fiscal 
year, budget deficits of $9.9 billion and 151, billion for fiscal 1955, 
and approximately $12.6 billion for fiscal 1956, and I think approxi- 
mately 

Mr. Fousom. He is projecting ahead the figure they had for esti- 
mated expenditures and also assuming that all tax reductions were 
going to take effect. 

Mr. Yates. You mean the two reductions? 

Mr. Fotsom. No, in 1955 he was assuming all of these tax reductions 
would take effect as scheduled. 

Mr. Yates. What others than the two this year? 
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Mr. Fotsom. There is one scheduled to take effect in the normal 
corporation tax rate, from 52 percent to 47 percent. That takes effect 
the ist of April 1954. President Eisenhower recommends that we 
rescind that reduction, so it will be kept at 52. He also had this 
reduction in the excise taxes scheduled for April 1, 1954, which will 
mean the loss of an additional billion dollars. If you will look at the 
President’s tax message of yesterday, you will find that in the first 
part of that is a list of the estimated revenue losses from scheduled 
tax reductions. In excess-p fits tax, the full loss for the year will 
be $2 billion. Individual M@pome tax on ommpees itions, a loss of $2 
billion a year. The individual income tax, $3 billion. Excise taxes, 
$1 billion. If all of these tax reductions te through as scheduled, 
there would be a loss of $8 billion. 

Mr. Yares. Is it the position of the Treasury that there should be 
a tax reduction when the budget is in balance, even though there is 
no application of any revenues toward payment on the national debt, 
toward reducing the national debt ? 

Mr. Forsom. Ordinarily I would say that I think most people agree 
that the time of high business activity, such as we are in now, with 
very prosperous conditions, and very little unemployment, about the 
lowest unemployment rate we have had, and a very high level of 
employment, ordinarily you should be paying off the debt in a time 
like this, you ought to have a surplus. But the situation is unusual 
because of the very heavy expenditures we have to make, because of 
the international situation. 

In order to build up a surplus now, you would have to have such 
high tax rate it would not be feasible. But on the other hand, you 
certainly ought to be balancing the budget in a period like this. That 
is why the President is recommending an extension of these taxes, so 
we can get closer to a balance and bring it into balance as soon as we 
can. If we don’t balance the badant in a period like this, when can.you 
balanee it? I think the main thing is to try to get this budget in 
balance. 

Mr. Yares. If that be true, then it may be that the President can 
recommend on January 1, an increase in taxes. 

Mr. Fotsom. If we find the expenditures cannot continue to be re- 
duced, and he stated that in his message. I will read what he said. 
We are hoping to continue to reduce it: 

While this administration will spare no effort to effect future economies, large 
scale success in that direction will depend on some easing of the tension which 
besets the world today. Should this improvement fail to come about and thereby 
prevent significant future economies, I shall find it necessary to make recom- 
mendations for alternate sources of revenue. However, if we are able to follow 
without interruption the course we have marked out, a balanced budget will be 
in sight and the much-needed tax relief will be sound fiscal measure. 

Mr. Yates. What does the President mean by alternate sources of 
revenue? A general sales tax? 

Mr. Fotsom. We haven’t completed our studies of what it will be. 
We are making a lot of studies now. If we find we will have to get 
additional revenue, we will see it at that time. 

Mr. Yates. To my mind the word “alternate” means something else. 

Mr. Forsom. I assume he is talking here about the excess profits 
tax and also about some of these other excise taxes and also individual 
income taxes. You know with the present taxes, it is hard to think 
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of any different kinds of taxes than what we have. It is simply a 
question of balance between the various types. mie 

Mr. Yares. When you stated you sought a uniformity in excise 
taxes in your preliminary statement, does that contemplate a general 
sales tax ? 

Mr. Forsom. We are not taking any position at all now with regard 
to any of these excise taxes. We do say that the present system is 
bad. So you ought to get more uniformity. Whether you take the 
present products we are taking and bring the rates down on some 
and up on others, or whether you bring in other products and make 
it a broader base, we have not reached any conclusion at all. yet. 

Mr. Y ATES. Have you reached any conclusion at all o1 amusement 
taxes or on any particular type of taxes of that type ! 

Mr. Fotsom. No, the only thing we can say right now is that we do 
not want to lose revenue. We want to hold onto revenue at the present 
time. Therefore, we don’t want to see any taxes come off right now, 
this calendar year. Some of these taxes, as I have indicated, seem to 
be high. Yet we need revenue badly, and we are studying the whole 
thing with that in view, trying to come up with some suggestions at 
the end of the year. 

Mr. Yates. Thank you very much, Mr. Secretary. 

Mr. Fotsom. I am sorry we can’t be more definite about this, but 
we haven’t taken the position yet. We are studying it, and we are not 
in a position yet. 

Mr. Srery-Brown. Mr. Sheehan, you had a final question you 
wanted to ask? 

Mr. Sureuan. One of the questions Mr. Yates asked you about 
balancing the budget and getting the money, it is going to be rather 
difficult for the Republicans to do that, because as I understand it we 
have been left with $91 billion of money that has been committéd, but 
the money has not been raised, so we are not going to balance that 
budget for a long time. 

Mr. Fotsom. Of course, in any large defense bill it is only natural 
that some of these commitments are going to cover several years. I 
think now the figure we are working with is $74 billion of expendit ures. 
About half of that is from these previous commitments that have been 
made. You just can’t call it off. 

Mr. Yates. Were not appropriat tions on taxes made and taxes 
collected for the purpose of collecting much of the moneys that you 
have in your backlog ? 

Mr. Forsom. You see, this backlog, of course, is going to be spread 
out over some time, several years. ' 

Mr. Yates. That is what Mr. Sheehan was eis you about. 

Mr. Fotsom. Any expenditures you make this year, about half of 
that is from these previous commitments. That goes on all the time. 
Of course, we are making good progress in cutting down some of these 
authorizations for future years. You see, $91 6 billion cuts have been 
made in authorizations to go beyond this year, including this year, too. 

Mr. Suerenan. To get back to the small business aspect of this dis- 
cussion, in my opinion some of the witnesses who have been here the 
last 2 days . those that have been realistic, felt from the st: indpoint of 
small leadiness they would like to see the figure of $25,000 raised to 
between $40,000 and $50,000 for the application of the surtax rates 
and the excess profits rates. I mean it seems to me the better thinkers 
here thought if excess profits had to be applied, if they raised the 
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exemption to forty or fifty thousand it would make a much healthier 
climate to small business and I think that is something you should 
consider. 

Mr. Fotsom. We are assuming that the excess profits taxes are going 
off January 1. 

Mr. Sueenan. These gentlemen also felt that the surtax rates, to be 
beneficial to the small corporation, should be lifted from $25,000 to 
either $40,000 or $50,000. 

Mr. Fousom. That is a matter we are consider ing. But you are go- 
ing to lose revenye on that. It is a question of wheth« rin the long run 
it might be better off as far as revenues to keep it as it is, otherwise 
you are going to raise your rates. If you are going to collect money, 
it is simply a method of doing it. 

Mr. SHernan. What is the difference, if you are givin 
climate for small business ¢ 

Mr. Forsom. It is not going to be a small amount. It is going to 
apply across the board. 

Mr. SHeenan. But there are not too many corporations in that 
bracket of $25,000 to $50,000. 

Mr. Fotsom. But you lose it for all of them. 

Mr. SueeHan. You lose it for all of the corporations that pay. 

Mr. Fousom. It is simply a point of our weighing it. 

Mr. Sueenan. It is a little over a billion doll: urs, I think, according 
to my figure. 

Mr. Fotsom. And we are now collecting $21 billion. That is 5 per- 
cent. It is a question of whether you want to raise on everybody 5 
percent. 

Mr. Surenan. But if you make a healthier climate on small busi- 
ness, you will increase the revenues overall. 

Mr. Fousom. It is a question of how much you think it is worth. A 
lot of things we would like to have done. If we are going to have a 
sharp reduction of expenditures, there is a lot we can do about this 
tax system. But until we get those sharp reductions, it is simply a 
question of what we are going to give. If we have a billion dollars, 
it is a question of whether it is going to apply here or there. If we 
give too many exemptions, we are going to have to raise the regular 
rates. 

Mr. SHeenan. You do not want to continue deficit financing, then ? 

Mr. Fotsom. No. We want to do that in the way it can be done in 
the way of less harm. 

Mr. SuHeenan. Of course, again, as some of us brought out to the 
people testifying here, you can also do that by cutting expenses. 

Mr. Fotsom. That is what the President said, too. He has tried his 
best to cut down expenses. If you keep expenditures going down, a 
lot of these tax problems will be easier to aan 

Mr. SHeenan. What is wrong with the general proposition of why 
not give small business better treatment in both the taxes and deprecia- 
Lion rates over big business? 

Mr. Forsom. hare you have the question of whether you are going 
to draw the line. Say you had a special depreciation allowance you 
were going to give ‘to small business rather than big business. 

Mr. Surenan. That is the job of the Department to define where 
smal] business comes in. But is there anything wrong with that general 
proposition ? 
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Mr. Fotsom. If it is good for the economy to have a special 
depreciation—— 

Mr. Sueewan. I mean taking everything. 

Mr. Forsom. I will use that for the illustration. If it is good for 
the economy to have a better depreciation allowance, a better deprecia- 
tion allowance for small business, it would also be good for the econ- 
omy to have other considerations, too. 

Mr. Suesuan. We have given laws to labor unions to encourage 
their growth, we have given special laws to the farmers to encourage 
them, we have the FH A for the small homeowner. 

Mr. Forsom. But as far as this particular question, there is no prob- 
lem of depreciation applicable only to small business; it would apply 
to other businesses, too. 

Mr. SueeHan. But could we not give some preferential treatment to 
small business ¢ 

Mr. Fortsom. You could, but I don’t see how you could justify it on 
sound principle. 

Mr. SuHeeHan. By giving help to the people who need help most. 

Mr. Foisom. But some of the larger companies say they need help, 
too. 

Mr. SHEEHAN. I think in your statement you admitted some time 
ago that the smaller companies are not in a position to take as much 
advantage as the big ones. 

Mr. Fcrsom. [say by that we are trying to do something here to help 
on those special cases. But sometimes this problem which you men- 
tioned would apply generally throughout the whole list. But I don’t 
believe it should be really a subsidy. 

We have indicated a lot of proble ms where we think the y are speci al 
to small business. We are trying to work on those. But beyond that 
point I think you might go too far. 

Mr. SEELY- Brown. Thank you very much, Mr. I olsom. We are 
grateful to you for coming and also grateful to you for making it pos 
sible for Mr. Dale of the Treasury to be here throughout the entire 
hearings to aid us with technical matters. 

Mr. Foutsom. You are quite welcome. I enjoyed being with you. 
If we can be of any help, let us know. 

Mr. Sre_y-Brown. I am sure you can be, and you will hear from us. 

Mr. Fotsom. Thank you. 

Mr. Sre.y-Brown. The next witness is Mr. Craig R. Sheaffer, Assist- 
ant Secretarv of the De partme nt of Commerce. 

Mr. Sheaffer, we are el ul to welcome you here to the committee. 
My suggestion to you is the same suggestion which I made to Mr. Fol- 
som, namely, that if sue I is your pleasure, you can present the state 
ment in its entirety, and then we will question you on parts of it at 
the completion of your testimony. 


STATEMENT OF HON. CRAIG R. SHEAFFER, ASSISTANT SECRETARY, 
DEPARTMENT OF COMMERCE 


Mr. Suearrer. Thank you, Mr. Chairman. 

1 welcome the opportunity to outline some of the problems related 
to the impact of taxation on incentives and investment opportt nities, 
especially as they relate to the situation of small business. 
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Broadly speaking, tax problems are problems for the business com- 
munity as a whole since all businesses, large and small, are concerned 
with the pressure of the tax burden and its effect on the ability and the 
villingness of business concerns to grow. These are factors which 
iave received all too little consideration in the design of tax legisla- 
tion during the past years. It is about time that they receive the 
attention they deserve. I am glad that this committee h: as seen fit to 
explore the problems in their small-business aspects. 

It should be recognized that the Department of Commerce does not 
ave primary responsibility for tax matters. The primary responsi- 
bility for the tax policies of the executive branch of the Government 
is vested in the Treasury. That Department has full responsibility 
for recommendations as to rates, technical and administrative matters, 
estimates of tax revenues, and the timing of changes in the revenue laws 
to meet budgetary requirements. 

My Department, as well as the rest of the entire Government, is 
= terested, however, in the development of tax policies as they relate 
to the impact of taxation on business enterprise. 

‘The statement by Under Secretary of the Treasury Folsom before 
this committee this morning has been brought to my attention, and 
we are in wholehearted agreement concerning the objective sought 
by that Department and this administration to examine the present 
tax system and to seek out the most equitable procedures of raising 
revenues necessary to finance our Federal needs. We will work with 
the Treasury tow: ard the end that small businesses and the impact of 
taxation on them will be given consideration in such an investigation 
consonant with their importance to our economy. 

We believe that any revision in the tax laws as they relate to tax 
rates, tax administration, or the objects of taxation must give proper 
attention to the needs of business, both large and small, with special 
emphasis on the small. We believe 4 hat a new appreciation of the 
place and function of the profit motive is needed. But before outlin- 
Ing ~ problem areas more specifically, 1 would like to point out cer- 

ispects of the small- business problem. 

"T he business community is made up of over 4 million separate busi- 
nesses operating in various kinds of activities usually classified under 
such headings as manufacturing, retailing, and service enterprises. 
Of these 4 million businesses, less than 20 percent, or approximately 
(50,000, are corporé ations. This means that more than 314 million 
businesses are un incorpor: ated, operating as proprieto rships or part- 
nerships, and paying taxes under the same income-tax laws as do 
individuals receiving wages and salaries, 

Considerations of tax equity make it difficult to give special treat- 
ment to the business income of individuals, so that usually the tax 
problems of small business are discussed principally in terms of fea- 
tures of the corporate income tax. While it is true that the more 
important small businesses are incorporated, we should never lose 
sight of the fact that most small businesses are not. 

Present tax laws are not intended to discriminate against small 
business per se. On the contrary, they are meant to be mildly prefer- 
ential to small business as is evidenced by such provisions as the 
$25,000 exemption from the surtax and the $25,000 minimum credit 
under the excess-profits tax. If the impact of taxation is greater on 
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small business, it is due to the economic circumstances customarily 
associated with small concerns. 

The typical small company starts out as an undercapitalized ven- 
ture. Its.resources are limited to such funds as the owner has been 
able to save plus limited borrowing or limited outside investment. 
If the business is sound and achieves a measure of success, it will have 
some net earnings which can be added to the equity investment to 
provide a basis for greater borrowings and further e: ae 

If this process can go far enough and fast enough, the business will 
eventually achieve the status of a preferred risk reflecting a well- 
balanced financial position with proven management. The time it 
takes to achieve this status and the certainty of its occurrence is tied 
directly to the amonut of income available for business uses after the 
payment of all costs, including taxes. 

This situation is different from that of the big business which is 
likely to have become well established in the days of lower taxes, 
enjoys specialized management abilities and access to the financial 
markets for additional funds. 

It is obvious that these circumstances must be kept in mind in the 
development of tax proposals aimed at giving recognition to the prob- 
lems and needs of small business. This is certainly not to say that 

the present tax structure does not have a hampering effect on the 
growing large business. 

We will undertake to set forth for the committee complaints made 
to us by small businesses with respect to injurious effects of the present 
tax system on their operations and development. We can outline the 
extent of the tax burdens on business and place business tax problems 
in their proper perspective by drawing some comparisons of the tax 
costs of business. 

Prior to World War II, the highest corporate rate amounted to 
approximately $1 in each $7 of corporate income. Under the pres- 
sures of World War II this reached a level of $2 in each $5 of income 
plus an excess-profits tax involving a postwar refund. Today, the 
tax rate for all except the smallest corporations takes approximately 
one-half of corporate net income, plus, for many concerns, an excess- 
profits tax of 30 percent of income as defined for excess-profits-tax 
purposes. 

The maximum combined income and excess-profits-tax rates can 
result in taking $7 out of every $10 of net income. Personal income- 
tax rates offer little advantage to the unincorporated business since 
the marginal rate is approximately 40 percent at $10,000 of taxable 
income and 90 percent at $100,000, thus having a marked effect on both 
the ability and willingness of individuals to work and invest. 

These illustrations make it clear that taxation is indeed one of the 
biggest problems faced by businessmen today. It is also clear that 
it must inhibit the ability to grow and greatly discourage the willing- 
ness to undertake risk investment. 

I realize that it is difficult to do a great deal about business tax 
problems as long as the tax burden must remain high. Especially as 
long as that burden i is a product of conditions outside of our c analy 
and, therefore, largely outside of our control. Still there seems to 
be desirable changes which should be worked out and toward which 
we should strive in the tax studies now under way in the administra- 
tive departments and in Congress. 
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First, we must recognize both the economic and psychological bar- 
riers raised by high-level income taxes. As I have indicated, the 
prevailing tax rates reduce greatly the ability of small-business men to 
provide capital out of earnings. Earlier in this testimeny I have 
pointed out that less than 20 percent of American business is incor 
porated. 

I should now point out that everything I say in the following re 
ferring to corporations applies even more acutely to the more than 
80 percent of the American businesses which are wholly owned pro- 
prietorships or partnerships subject to income tax. 

A fact that is continually overlooked is that the present tax system 
tends to take away the cash of a growing business and, w ithout cash, 
« business can’t operate. This creates serious problems to large, well- 
established enterprises, but it is proving absolutely destructive to 
small business for these reasons. 

In an expanding economy the wide-awake, live businessman grows 
with it. Many times he is located in a small community. Ordinarily, 
he will operate at a profit and, more fr equently than not, at a good 
one. He may stand well with his local banking institutions, and they 
may be willing to lend him money to the extent of their allowed 
limit. 

In innumerable instances these small-business men awaken to the fact 
that, having operated at a profit and having managed their business 
without more inventory and accounts receivable than are justified by 
their increased volume, they have no money left after they pay their 
tax bill. 

It is continually overlooked by the public that profits in a growing 
business do not end up in cash but in all the elements required to keep 
that business growing, namely, increased buildings and equipment, 
increased receivables which represent money owed the businessman, 
increased inventory with which to do a larger business, and, finally, 
some cash. 

If the business has been operated expertly, suddenly the small- 
business man finds that the tax collector will require as high as 70 
percent of his profits in cash, when actually there is not that much 
ash available. 

I repeat, that the Government takes in taxes as high as 70 percent of 
the businessman’s profit, in nothing but cold, hard cash, yet that busi- 
ness, in order to grow, has that profit spread out through increased 
buildings and equipment, accounts receivable, increased inventory, 
and comparatively little cash. 

It is here that many a small business is burdened by a taxing system 
such as we have now. The problem is more acute in the case of the 
small-business man for the simple reason that, in each case as he grows, 
his credit problem must be met at a critical time in his growth. He 
must establish a line of credit, more often than not, in a different city 
vith a larger financial institution that may lack full knowledge of the 
small-business man’s operations. 

The vicissitudes and tribulations of a growing small business would 
be great enough if its corporate profits were left entirely intact and 
not taxed at all. With the present tax system operating, the problem 
of obtaining cash and capital by borrowing has occurred in recent 
years, not only once with most growing small businesses but several 
times, to the point in many instances where a small-business man has 
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had to sell out or lose control of his company by selling equity stock. 
The businessman himself has been unable to furnish additional cash 
and capital because of his own high personal income tax. 

The prese nt corporate excess profits and high normal and surtaxes 
as well, by robbing small growing business of capital and cash, have 
the effect. of accompli ishing the very op =r of the rightful objective 
of government. This objective should be to shape our corporate tax 
system so that all business can continue to grow but that the small 
business particularly must be able to retain and build adequate work 
ing capital so it can keep our business system keenly competitive. 

If the Congress will only reemphasize, in its thinking, the fact that 
‘orporations are only a tempor uy preree place for the distribution 
of our wealth, I believe that a way can be found to resolve our tax 
problems to permit a more Baby oy keenly competitive business 
economy. Corporations are owned by individuals and the money 
received by corporations, part of which becomes profit, serves to bring 
the consumin g pub lic of the United States better products by prov iding 
the means to buy more new equipment and physics al properties. Only 
il part goes to the owners as dividends. 

Unfortunately, there is a wide public misconception on this matter 
of cash. It arises because financial statements and financial accounts 
are always expressed with the dollar sign, but the dollar sign in a 
corporate statement does not represent cash entirely—it represents 
bricks and mortar, tools, inventories, and accounts receivable. Only 
a small part of the dollar sign refers to liquid cash. When the public 
comes to realize this fact, it will be more sympathetic toward better 
corporate tax treatment. 

The requirements for revenue for the operation of our Government 
and the defense of the country are great, and it is very likely that the 
relief from present excessive corporate taxes—if any is at all possible 
it this time—can only be that of amelioration. 

What may be quite serious is that present high taxes also affect the 
willmgness of investors to commit funds to new and small ventures 
which are inherently risky propositions. Even investors with mod- 
erate means find that the net after taxes would be too small in relation 
to the risk undertaken. 

Often the small-business man finds himself in a position of asking 
the question, “Why should I expand and take a chance on sustaining 
my enl: rged capacity when my present scale of : activity looks much 
more secure?” Or perhs ips the question takes the form of “Why work 
harder when taxes take such an important part of any increment in 
my earnings?” 

It seems to me that something must be done to reduce the psycho- 
logical barriers to personal effort. Something needs to be done to 
permit a quicker buildup of retained earnings for business uses. Also 
it would be desirable to remove or reduce the importance of taxation 
as a factor in the making of business decisions. If nothing else, we 
can equalize the tax position of partnerships and corporations so that 
the forms of business organizations adopted are determined by con- 
siderations beyond the factor of taxation. 

A phase of tax administration which comes in for great criticism 
hy business is the policies relating to depreciation. Since 1934 it has 
been the Government’s policy to administer regulations relating to 
depreciation so as to minimize the amounts that may be charged off in 
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any one year by basing them on the length of life tables determined 
chiefly by physical durability. 

The rate at which equipment may be ch: urged off should be a matter 
primarily for management decision since it must reflect not only the 
kind of equipment and the industry in which it is being used but also 
the policy of management in its ability and willngness to keep on a 
fully modernized basis. 

The rate of chargeoff plays an important factor in the ability of 
small concerns tc finance new equipment purchases and the prompt- 
ness with which improvements can be installed. Present policies could 
be liberalized with no long-term loss to the Government and with 
important gains to small businesses, particularly to small manufac- 
turers. 

The Treasury Department has had this matter under active consid- 
eration and only last week issued instructions to their field personnel 
which would reduce the area of dispute with the taxpayers with 
respect to this matter. 

No tax draws any more severe criticism from small corporations than 
the excess-profits tax. While the greater part of the revenue produced 
by this tax comes from a few thousand large corporations, it is still 
true that the tax also falls upon thousands of small corporations. 
The excess-profits tax is basically a status quo tax and as such is highly 
inimical to initiative and growth. Its impact purposely hits hardest 
on new and growing enterprises, the very concerns holding the greatest 
promise for economic advancement of the country. 

The Congress has recognized this problem and has modified the tax 
in various ways for new small businesses formed after 1945. But the 
only wholly satisf: actor y solution to the problem as I see it is for this 
tax to be permitted to die as soon as circumstances permit. Otherwise, 
we will continue to inhibit the growth of the most promising of busi- 
nesses and to encourage wasteful management throughout business. 

Another topic of considerable concern to small business is the ques- 
tion of excise taxes. There can be little doubt that such taxes restrict 
the market for goods in a manner similar to an increase in the prices 
of such goods. It is still a basic fact that more goods can be sold at a 
low price than at a high price. 

On the other hand, it must be realized that such taxes have been 
productive of important amounts of tax revenue. To a certain extent 
we are facing a choice of tax evils, that is a choice of higher income- 
tax rates or the use of excise taxes as a basic part of a comprehensive 
tax system. 

Since the most vigorous objections appear to come from retailers 
and because retailers are the final collectors of such taxes, whether 
in the form of manufacturers’ excise tax or an excise tax at retail level, 
considerations should be given to the merits and disadvantages of both 
systems, 

The greatest disadvantage to the excise tax at retail level is the cost 
of collecting it, as well as the objection of the retailers themselves. 
However, such a tax effectually delivers to the Federal Treasury al- 
most the full amount of money collected from the consumer. 

For example, if a tax of 10 percent is levied at the retail level on an 
item that retails for $1, the Treasury gets its 10 cents and the consum- 
ing public pays, as a rule, 10 cents. This is oftentimes not the case 
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where a tax vo obtain the same amount is levied at the manufacturers’ 
level. 

It is important to remember that the farther away from the final 
sale that the tax is levied, the more the consuming public is likely to 
pay as a result of the tax. Let’s take an example: The article retails 
for $1. The manufacturer charges the dealer 50 cents. Parentheti- 
cally, it might be 45 cents, or it might be 50 cents. I use 50 for simple 
arithmetical purposes. 

A 10 percent Federal levy at this level nets the Treasury only 
nickel. Therefore, the Treasury will levy 20 percent in order to obtain 
the same revenue as 10 percent would yield at the retail level. This 20 
percent must be added to the cost of the manufacturers’ price to the 
retailer. That price becomes not 50 cents but 60 cents. 

This extra 10-cent price, therefore, billed to the dealer becomes just 
as much as the part of the dealers’ cost as if the manufacturer had 
otherwise raised his price 20 percent, and for other reasons. 

The dealer has to pay his bills on that basis, carry his inventory on 
that basis, and is entitled to his customary markup on that basis. The 
price, therefore, to the consuming public on many products is $1.20 
in order to return to the Treasury the 10 cents it levied against the 
manufacturer, as compared to a price of $1.10, if the tax were levied 
at the retail level to return 10 cents to the Treasury. 

It is true that in some instances there is no markup on the manufac- 
turers’ excise tax to give the dealer his proper carrying and service 
charges. There are varying reasons for different treatments on this 
problem by different manufacturers. 

It is the belief of many businessmen, however, that the retail trade 
is entitled to its customary markup whether or not part of that manu- 
facturers’ price to the retailer consists of money the manufacturer has 
been obligated to pay the Federa! Treasury and that this rule of rea- 
son should apply to cases where the retailer must pay for these items 
and carry them as a regular part of his inventory until they are sold 
to the consuming public. 

The Congress in consultation with the Treasury will wish to select 
the method of levy most satisfactory from all st: undpoints. It should 
be stated here that the present se ‘lective system of excise taxes, at both 
retail and manufacurers’ levels, is regarded by many who have stud- 
ied the matter closely as discriminatory and unfair to both retailers 
and manufacturers. 

There are, of course, many other features in the tax laws and tax 
administration where lesser changes are desirable and where construc- 
tive changes from the business viewpoint would result in little or no 
tax loss. It is our hope that careful thought will be given to all 
features of taxation and its effect upon business administration and 
business judgment. 

If we can be of further service in your study of this question, please 
let us know. 

Mr. Sre.ty-Brown. Thank you very much, Mr. Sheaffer. 

My understanding is that you yourself have what we would call a 
small-business background, is that not so? 

Mr. Suearrer. Yes, sir, Mr. Chairman. I think that is true of 
both the Secretary of Commerce, Mr. Weeks, and myself. As busi- 
ness is rated, I think our business experience would have been prin- 
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cipally in the small-business field. Our own business, for instance, 
the company from which I stem and am not now connected with, is 
small as business goes, our total volume does not equal the amount 
of the « advertising a appropriations of many of the larger companies. 

We are at the top of our field, I mean, among those at the top of our 
field, but not rated as big business. It has not been very long since we 

were small in any sense of the word. 

Mr. Srery-Brown. I certainly appreciate that in your position the 
specific recommendations as regards tax rules and recommendations 
and rates is not within the purview of your department or you your- 
self, but I wonder from your own business experience if you could 
advise the committee regarding certain items which have been brought 
to our attention during the past 2 or 3 days. 

First, as regards the question of depreciation, a more rapid write- 
off, do you feel that a revision of schedule F is overdue and that a 
revision should be started as soon as possible ? 

Mr. Suerarrer. I do not know whether it is schedule F, but I do 
chink a revision is very much in order to allow the businessman in 
particular to stay modern, to with impunity discard equipment that 
is not as good as he ought to have. 

Mr. Srevy-Brown. Do you have any specific recommendations in 
your own mind as to whether or not he should be allowed to write 
off 50 percent in the first 2 or 3 years or have you reached in your own 
mind any definite suggestion as regards rates or time ? 

Mr. Suearrer. No, sir; no specific amount except that all doubt 
should be resolved in favor of his being permitted to go as far as good 
business judgment dictates on his part. 

Mr. Srery-Brown. In other words, you place the emphasis on the 
businessman himself to determine his rate of depreciation rather than 
on the Bureau of Internal Revenue? 

Mr. Suerarrer. I think so simply because he is not going further 
than is necessary, he gains nothing, yet unless he is permitted to ex- 
ercise that judgment of management almost any stopping place, if his 
cash position is critical, almost any stopping place arbitrarily set can 
hamper him in improving his ability to compete. 

Mr. Seety-Brown. You certainly feel, do you not, sir, that any- 
thing we can do to encourage every business plant, large or small, to 
completely modernize its equipment is in fact good for the overall 
economy of our country ? 

Mr. Surarrer. It is almost essential to the overall economy. Right 
now we are coming into, I think, a little more competitive economy 
to the benefit of everybody, the consuming public particularly. A 
businessman has to be pretty fast on his feet, will have to be, to sur- 
vive. He ought not be deterred in any way from modernizing his 
plant and his equipment and making himself able to furnish his prod- 
net at the lowest possible price to the public. 

Mr. Srety-Brown. Is it not true that using round figures, approxi- 
mately there are 800 million people behind the Iron Curt ain, and those 
of us who are still outside the Iron Curtain find ourselves in the posi- 
tion where everybody in a productive job has to do the job of eight 
others? 

Mr. Suearrer. Quite right. 

Mr. Sreriy-Brown. That is why it is tremendously important for us 
to have the productive machinery as modernized as humanly possible? 
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Mr. Suearrer. Right, sir. 

Mr. Srety-Brown. Do you have any comments regarding the chang- 
ing of the $25,000 so-c: illed cushion, raising that amount to $50 ),000 2 
Have you considered that from your own business experience ¢ 

Mr. Surarrer. Recognizing that every decision along this line now 
first must be determined from a revenue basis, I think that an increase 
is entirely justified. 

Mr. Seety-Brown. Do you think an increase of that nature—while 
every corporation could take the benefit of it—raising it from 25 to 50 
or 25 to 40 or 25 to 100, still the primary benefit would be directed 
toward the small-business man and the new business? 

Mr. Suearrer. Yes, sir, I do, and I think while the raise is justified 
f, however, it were carried beyond a moderate amount, and I would 
consider $50,000 moderate, you get into the position for instance of a 
circumstance that is not to be overlooked of the small-business man 
competing with the large business but only a segment of the large 
business, a division of the large business. He m: iy be making a skillett, 
2 large business may be making a skillet, in a separate plant and com- 
peting with a small-business man making a skillet in his plant. 

Mr. Srety-Brown. As his only operation ¢ 

Mr. Suearrer. As his only operation. Therefore, carried to the 
de oTee bey ond reasonableness, you ms ike it im possi ible for the large 
corporatic n or the small segment of the lar ge corporation to compete, 
you see. 

Mr. Sreiy-Brown. The $50,000 figure may be the better figure, off- 
hand and in an off-the-cuff estimate? In other words, that the $50,000 
figure might not put you in the position to which you just referred ¢ 

Mr. Suearrer. Yes. I say that care ought to be used. 

Mr. Srety-Brown. Have you an opinion with respect to comments 
made here this morning in questioning of witnesses as to the possi- 
bility of having a graduated tax rather than the sharp cutoff levels 
which now exist ? 

Mr. Suearrer. I think a graduated tax looked at from the stand 
point of the owners and the fact that the money resides in a corporation 
only transitorily the owning of a share of stock in a business that 
comes in your small category and therefore has more favorable treat- 
ment as compared to a share of stock in a large business. 

It is the same man, but one business is permitted to retain his money, 
the owner’s money, a certain amount, and in the case of the other busi- 
nessa much larger amount. It is still owned by the stockholder. Right 
now the basis upon which you get money from corporations takes far 
more, for instance, of the small stockholder’s money, or I should say 
the stockholder in the low-income brackets, it takes far more of his 
money than the Government could otherwise get in any other fashion. 
You take it by corporation taxes. I think when you get into the gradu- 
ated income tax, recognizing that all kinds of people own cor porat ions, 
you are taking in one instance a lot more of the money of that indi- 
vidual than you are in the other instance on the graduated income-tax 
basis. 

Mr. SuHrenan. Would you yield, Mr. Chairman ? 

Mr. Srety-Brown. Yes. 

Mr. SHEEHAN. I just want to say, Mr. Sheaffer, that it may not be 
a bad thing, either, because that will cause people to invest in small 
business and bring taxes to the Treasury. 
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Mr. Suearrer. If that is the basis on which you want to shape the 
taxing program. 

Mr. SHEEHAN. We are not working on the taxation but rather the 

stimulation of small business, which is the lifeblood of the country. 

Mr. Suearrer. Let me suggest this, that you still would not wish 
to shape a tax program so that it would discourage the investment in 
large business to the extent that the large business could not find 
capital. 

Mr. SHeenan. No, not to that extent, but to the extent that it may 
give a little edge to small business. 

Mr. Suearrer. I am for giving a little edge to small business every 
time. 

Mr. Srevy-Brown. Go right ahead. 

Mr. SureHan. In your presentation you stated that one of the ob- 
jects of taxation is that it must give protection to the needs of business 
both large and small with special emphasis on the small, you bring 
that out. Now special emphasis in the final analysis is going to mean 
special treatment of one sort or another ¢ 

Mr. SuHearrer. Yes, sir. 

Mr. SHEEHAN. From your viewpoint or from the Department of 
Commerce viewpoint, would you have any objection to special treat- 
ment taxwise or otherwise for smal] business over big business 4 

Mr. Suearrer. No, sir; within the realm of reason. 

Mr. Yates. What would that be? What does he mean by special 
treatment ? 

Mr. Sueenan. I think we might mean giving special depreciation 
ieceleration to firms of a certain size or even raising the surtax exemp- 
tion from twenty-five to thirty-five or forty thousand, which would 
certainly give special benefits to small business. 

Mr. Suearrer. Yes; I think that is reasonable, and I hope you do 
not expect me to pose as an expert in these technical matters. 

Mr. SHeenan. No. I might say here in commenting on page 3 
where you stated, “If this process can go far enough and fast enough, 
the business will eventually achieve the status of a preferred risk 
reflecting a well- balanced financial position with proven manage- 
ment.” That is, under the basis of good tax laws. We have had 
several cases presented to our committee that showed they were small 
in starting out, and once they came under that $25,000 figure and 
started paying that large excess profits tax, there was no incentive to 
grow. 

They admitted that they would just as soon stop. So your point 
in that respect is very well taken. 

Mr. Srety-Brown. Would you yield for a minute? 

Mr. SHErenan, Yes. 

Mr. Seriy-Brown. I think your point is particularly well taken be- 
cause of the fact that growth in population in our country is such that 
we must at all times look for new job opportunities for our people. 
In my own district the population increase has been 30 percent in 
the last 10 years, and that means we have to provide job opportunities 
for that many more people. 

That is why what you have said makes good sense. 

Mr. Surenan. Mr. Sheaffer, you also state that the prevailing tax 

rates reduce greatly the ability of small-business men to provide capi- 
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tal out of earnings. Does this same thing have an effect on big busi- 
ness. 

Mr. Suearrer. Yes; and I state that I think at one place in here. 
The big-business man can borrow, his lines are established, but too 
often the small-business man comes to the place without knowledge 
of what is happening to him; that because he is successful, because he 
has grown, he knows he is running his business well, his statement 
shows a profit and a good profit, that he does not recognize that that 
profit is being taxed or will be taxed to the extent that he will bi 
robbed of cash. The cash is the big problem, the cash to operate 
because he cannot grow without his money being in receiv: ables and 
inventory, it is almost impossible and new equipment and some addi 
tion to his buildings. 

So the thing is that he knows he is all right because he is operating 
at a profit, and then comes the tax bill, and his money is gone. 

Mr. SueenaNn. Therefore, the tax rates and the tax structure as 
we know it do give preferential treatment to the large corporations / 

Mr. Suearrer. No, sir; I think that it is not preferential treatment 
in my opinion. 

Mr. Surenan, It works out that way? 

Mr. Siearrer. No; it is not preferential treatment when a man’s 
experience permits him to do something that the inexperience of th« 
other man prevents him from doing. ‘That is not preferential, 
means that the system of taxation makes it tougher on the growing 
small business. 

Mr. Surenan. Therefore, let us get down to specifics. The man’s 
experience has nothing to do with the collection of excess-profits tax 
when his base goes back to the starting period and he may be losing 
money. He may be having all the business in the world, but the tax 
structure ruins him? 

Mr. Suearrer. That is right. 

Mr. Surenan. Therefore, it gives an advantage to the bigger fellow 
who has a bigger ‘ arnings during the arbitrary period ? 

Mr. Suearrer. I do not go quite to the interpretation that you do 

Mr. Sre.y-Brown. Is it not a difference of opinion as to the me: 
ing of the word “advantage” or “preference” 

Mr. Suearrer. I think so. 

Mr. Sreiy-Brown. I think we are getting into a difference in tne 
definition of the word. 

Mr. Suernan. On page 10 you stated that the excess-profits tax is 
basically a status quo tax. Would you care to enlarge on that? 

Mr. Suearrer. it just keeps a business where it is. If a business 
man wants to avoid paying excess profits, in other words. 

Mr. SureHaNn. He keeps the size of his business the same ? 

Mr. Snearrer. The tendency would be to keep the size of the bus 
iness the same, for a man not to expand. That is probably not as 
well stated as it might be. The meaning is that the tendency is to keep 
down growth, to keep business leveled because there is not enough i 
centive left to make a businessman want to grow. 

Mr. SHEEHAN. On the other hand, that also gives certain advant: ges 
to businesses that have great capital outlays because they can revi 
say, their excess-profits base based on the return of their vented 
capital. So a big corporation could start out today and add $20 mil 
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lion to its capital and have an entirely different base than a small 
corporation because he will get a different tax base based on the 
invested capital ¢ 

Mr. Suearrer. You are getting beyond my field there. I do not 
know just how they could do it profit: ibly. Maybe they could do it, 
as you say. 

Mr. Surenan. The exe ess-profits base permits them to use either a 
base period or alternative of a return on investment so that a great big 
corporation could start out overnight and have an entirely different 
base where they could get a fair return on their investment before the 
excess prcfits applies, whereas the smaller corporation cannot do that. 

Mr. Suearrer. That would very likely be true, it seems to me. 

Mr. Sueenan. That is all I have, Mr. Chairman. 

Mr. Seety-Brown. Mr. Hosmer? 

Mr. Hosmer. No questions. 

Mr. Seety-Brown. Mr. Yates? 

Mr. Yates. Mr. Sheaffer, what do you mean by the term “small busi- 
ness” in your mind ¢ 

Mr. SuHearrer. Well, I do not know, we are as small as business 
goes, but we are—— 

Mr. Yates. When you say “we” what do you mean? 

Mr, Suearrer. I was in the fountain pen business. 

Mr. Yares. I see. 

Mr. Suearrer. We are among those at the top of our field and in 
that industry we could be considered big. 

Mr. Yares. The only purpose of my question is that throughout 
your testimony you referred to small business, and I wondered “what 
you meant by the term small business. 

Mr. Suearrer. I think it is a combination, as everybody will agree, 
it is an exceedingly hard thing to define. 

Mr. YAres. What is it in your mind? 

Mr. Suearrer. It would be determined by the location of the busi- 
ness in its field, its standing in its field, the number of employees, its 
capitalization, all those things weighted, can determine in each indi- 
vidual instance whether it is small or big. 

Mr. Yarers. Can you make a definition of small business for purposes 
of the tax laws? 

Mr. Suearrer. No, I could not, I would not attempt to, certainly not 
here. 

Mr. Yares. Well, I wondered. I gathered from your responses to 
Mr. Sheehan’s questioning that you thought that small business should 
be given some advantages in the tax structure? 

Mr. Suearrer. Yes, sir. 

Mr. Yates. And necessarily, of course, there has to be some defini- 
tion of small business in order that it may enjoy such advantages. 
What is the type of business in your mind that should be permitted to 
enjoy such advantages ? 

Mr. Suearrzr. I do not think I could at this time make a statement 
on that. 

Mr. Yares. On page 4 of your statement, the sentence appears: 

It is obvious that these circumstances must be kept in mind in the development 
of tax proposals aimed at giving recognition to the problems and needs of small 
business. 

I think your delineation of the problems is a very good one. 

Mr. Suxarrer. Is that on page 4? 
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Mr. Yates. Yes, the sentence before the last one in the top para- 
graph. I will read before that. 


This situation is different from that of the big business which is likely to have 
becomes well established in the days of lower taxes, enjoys specialized manage- 
ment abilities and access to the financial markets for additional funds. It is 
obvious that these circumstances must be kept in mind in the development of 
tax proposals aimed at giving recognition to the problems and needs of small 
business. 

I am inclined to agree with you, and yet as one who may have to 
consider the writing of the tax law, to do that I just do not know quite 
how you would do it. 

Mr. Suearrer. Well, I do not either, but I would suggest this, and 
here would be, it seems to me, a realm of thinking that might result in 
favoring the small business as compared to the large business in that 
you would relate your taxing and rate of taxes to the revenue received 
us a result of growth, the increased revenue. 

Mr. Yares. You mean sort of a bonus deduction ? 

Mr. SuearFer. It is possible. 

Mr. Hosmer. Would you yield? 

Mr. Yares. Yes. 

Mr. Hosmer. Would that not be a penalty on growth? 

Mr. Suzarrer. No, no. 

Mr. YAres. If you grow you pay less, is that what you mean? 

Mr. Suearrer. No, you establish a lower rate of taxation. 

Mr. Yarrs. Percentage of growth? 

Mr. SHEAFFER. Percent: age of growth. 

Mr. Yarrs. That would have to be by field of industries, would it 
not ¢ 

Mr. Suerarrer. Yes, sir. 

Mr. Yates. Maybe the tax laws should be predicated on fields of 
industries then ¢ 

Mr. Suearrer. That I do not know, but that is a thought I have had. 

Mr. Yates. Of course, we know there are special tax laws appli- 
cable to the oil industry, for example, do we not, they are given a 
special depletion allowance that other businesses do not enjoy. Maybe 
your point is well taken. 

Mr. Suearrer. I do not know whether the theory is applicable. 
I think it is one way if it could be done to encourage growth. 

Mr. SuHeenan. It would not necessarily have to be in fields of in- 
dustry, it could be in the same company itself, a company that plows 
back a certain amount of its earnings into new plant or new expansion 
would automatically be an expanding business ? 

Mr. Suearrer. Yes; and treat that part of its growing income or 
its income as represented by an increase in business. 

Mr. Srety-Brown. As a matter of fact, Secretary Folsom when he 
testified as to the areas in which the Treasury Department was work- 
ing and the goals which they were hopeful could be achieved as our 
budgetary situation cleared up, worked in exactly the direction you 
are talking. 

Mr. Suearrer. Yes, sir. 

Mr. Sueenan. A very good point. 

Mr. Yares. With respect to your reply to Mr. Sheehan’s question, 
and I must confess that I did not get the answer, did you state that 
you were opposed to increased graduations for corporate taxes ¢ 





336 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


Mr. Suearrer. Generally speaking, yes. 

Mr. Yares. Yet is that not likely to be an answer to the criticism 
which appears on page 9 of your statement: 

Or perhaps the question takes the form of “Why work harder when taxes take 
such an important part of any increment in my earnings?” 

The abrupt gradations in brackets now certainly is a deterrent to 
expansion and to further business activity, is it not, and is not a grad- 
uation of those brackets likely to do away with that attitude on the 
part of businessmen / 

Mr. Suearrer. Well, I do not quite understand your question. 

Mr. Yates. My point is that the present tax law provides for abrupt 
changes in tax payments from one bracket to the next; that is true, 
is 1t not¢ 

Mr. Suearrer. Yes. 

Mr. Yares. Therefore, a businessman who has to determine whether 
he will expand his business with the possibility that thereby he will 
go from one tax bracket into a higher tax bracket may resolve as a 
result of the abrupt increases, because he does not want to do se because 
he does not want to pay that much more in taxes ? 

Mr. Suearrer, ‘That is possible. 

Mr. Yarers. Is it not possible that that frame of mind might be 
eliminated if you have gradual increases rather than the abrupt 
jump‘ 

Mr. Suearrer. Well, I think the final result would be the same be- 
cause no matter how gradual the steps are the man’s attitude would 
not change if they end up at the same place. 

Mr. Yates. They may end up at a much higher bracket ultimately, 
of course, but in the event that you do not have the acute jump but 
have a slightly higher one, a person is more likely to expand then he 
would be if it were a much higher bracket, would he not ! 

Mr. Suearrer. I say if they end up at the same place, it is merely 
a matter of ameliorating the feeling. It is not going to affect the 
treatment of the man’s problem, 

Mr. Srety-Brown. You just push the needle in a little bit at a 
time ? 

Mr. SueaFrer. That is correct. 

Mr. Hosmer. Will the gentleman yield? 

Mr. Yares. Yes. 

Mr. Hosmer. Your question is directed to a graduation up to a cer- 
tain point such as $100,000? 

Mr. Yares. Yes. 

Mr. Hosmer. You are not including the whole scale ? 

Mr. Yares. No, no. There is a top limit to it except that my own 
feeling is one of agreement that there is a deterrent because of the 
sharp jump, and I think a person may keep on expanding in the 
event the tax brackets are not so abrupt. 

Mr. Suearrer. I think the principle here should stop at the place 
where it is a special treatment for small business, because if it goes 
beyond that it penalizes the stockholder who is the owner of the busi- 
ness in One company as compared to the stockholder in another one. 

Mr. Yarrs. The President in his message suggested that certain taxes 
be continued, and he stated that if circumstances continue, he would 
have to look for an alternate method of taxation. What is your feel- 
ing on a Federal sales tax ? 
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Mr. Suearrer. I am not in a position to say whether a Federal sales 
tax is wise or whether it is not wise. The point I make here is that it 
probably returns to the Treasury more money for the dollar collected 
than any other form of taxation. 

Mr. Y ares. Does that mean that you favor the sales tax? 

Mr. SuHearrer. I do not know whether I do or not. But I would 
favor it as compared to further increase, I will say this, than further 
increase in your corporation levies and your individual income tax. 

Mr. Yates. Would you favor it in pre ference to continuing taxes on 
the same level as they are today ? 

Mr. Suearrer. I do not believe I could say that; no. 

Mr. Yates. Do you believe that taxes should ke cut before the 
budget is balanced ¢ 

Mr. Suearrer. No; theoretically I do not. I think that we have had 
an unbalanced budget for a long, long time, and I think it is like the 
inch on the end of a man’s nose, it has come to the point where further 
budgetary deficits can be serious, very serious. 

Mr. Yates. Do you believe that in a period of high prosperity such 
as we are enjoying now that the taxes should be cut before we make 
payment of a substantial pores on the Federal debt ? 

Mr. Suearrer. I think we first ought to balance the budget, and 
then I think taxes ought to be ‘ee red. 

Mr, Yates. Before we make payments on the Federal debt ? 

Mr. SuearFer. Yes, sir. 

Mr. Yates. With reference to your statement concerning deprecia- 
tion, you stated that the method of depreciation should lie with 
management ¢ 

Mr. Suearrer. Principally so. 

Mr. Yares. Does that apply to real estate as well ? 

Mr. Suearrer. I do not know about that. 

Mr. Yates. I mean a factory building, for example; would you let 
management set the period for which it would depreciate the factory 
building? 

Mr. Suearrer. I do not think the same thing applies to quite the 
degree. Actually I have not given that too much thought. I re- 
ferred prine ipally to equipment, but I would think that to a certain 
extent it would apply to buildings as well. 

Mr. Yates. Would you say that once the businessman has declared 
his type of depreciation that he should then adhere to it for tax pur- 
poses rather than being permitted to change it year by year or over a 
period? Suppose a businessman has a certain machine, and he says, 
“I will depreciate this machine over a period of 5 years.” 

The tax collector says, “All right, you may depreciate it over a period 
of 5 years.” Should the man then be permitted in the third year to 
extend that period to 10 years? 

Mr. Suearrer. Well, if it is good business, if he can keep that ma- 
chine, and if he finds that the machine is adaptable for that period, 
yes. The Government gets the same amount of money. 

Mr. Yares. It does not really, though, does it, because he has started 
out by depreciating it on the 5-year basis and in the middle of the 
5-year basis he extends it to the 10-year basis. 

‘Mr. Surarrer. May I ask a question ? 

Mr. Yares. Sure. 
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Mr. Suearrer. Does not the Government get the same amount of 
money at the end of 10 years as they would if he depreciated it in 5 
years ¢ 

Mr. Yates. Not on a straight-line basis certainly. I think he has 
taken out by way of depreciation, under the example I gave you, more 
than he would have taken out had he continued on the 10- year basis. 

Mr. Suearrer. I think the Government gets the same revenue be- 
cause he does not have any depreciation at the end of 5 years if he 
depreciates it all. 

Mr. Yates. That is correct. 

Mr. Suearrer. No matter how much of it he may extend to 10 years. 

Mr. Yarres. I guess you may be right, depending on what allowance 
is made subsequently beyond the third year. 

Mr. Sueewan. Under the tax laws they cannot depreciate any more 
than the cost of the original asset. 

Mr. Yates. That is true, I am talking about a particular year, for a 
particular year. He may deduct more in order to reduce the amount 
of his taxes. 

Mr. McCuntocn. Mr. Chairman ? 

Mr. Seeity-Brown. Would you yield? 

Mr. Yates. Yes. 

Mr. McCutztocn. Of course, it depends on whether or not the tax 
rate remains constant, and it depends upon the profit of the company 
whether or not you may gain or lose in changing your depreciation 

schedule within a ce rt ain period, does it not? 

Mr. Surarrer. Yes; somewhat on the rate of taxation. If the tax- 
ation rate is even, it does not affect the total amount of revenue the 
Government gets. 

Mr. McCutiocu. That is right. If I might continue with one more 
observation ? 

In every year since 1939 or 1940, with the possible exception of 1947 
and 1948, it would not have lost the Government a nickel had depre- 
ciation been allowed in 1 year, 100 percent depreciation, would it? 

Mr. Suearrer. That is right. 

Mr. McCutxocn. Because the tax rate has been either constant 
or has been increasing ? 

Mr. Suearrer. That is correct. 

Mr. Yares. I have no further questions. Thank you. 

Mr. Sre.ty-Brown. Mr. Hosmer? 

Mr. Hosmer. I would take it from your answers to some of these 
questions and your statement that you were not a tax expert? 

Mr. Suearrer. No, sir. 

Mr. Hosmer. The answers that you have given today are to a certain 
extent offhand answers, and you are not to be held to them indefi- 
nitely? You would reserve your right to change your mind on these 
things as you studied them further and went into greater detail 
respecting them ? 

Mr. Suearrer. I appreciate your pointing that out. I would rather 
try to answer something than to say that I am no expert and I know 
nothing about it. 

Mr. Sre.ty-Brown. I might also add, Mr. Secretary, that Members 
of Congress have been known to chs ange their minds also. 

Mr. Hosmer. As we understand it, you are speaking, most of your 
answers, for yourself and not for the administration ? 
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Mr. Surarrer. Strictly. This testimony after my formal state- 
ment is personal opinion and not representing the administration. 

Mr. Srety-Brown. Thank you very much, Mr. Secretary. 

(By direction of the chairman the following is made a part of the 
record :) 


STATEMENT OF THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS BY GEORGE H, 
FRATES, WASHINGTON REPRESENTATIVE 


SUBJECT: TAXES 


The National Association of Retail Druggists is composed of 36,000 small in- 
dependent retail pharmacists practicing their profession in every State of the 
Union and the District of Columbia These thousands of retailers own and 
operate their own association. Dr. John W. Dargavel is administrative super- 
visor. He is general manager and executive secretary of NARD with head- 
quarters in Chicago, Ill. 

‘ne late Chief Justice White of the United States Supreme Court declared 
that the power to tax contains the power to destroy. We believe that to be a 
self-evident truth, an axiom. 

Secretary of the Treasury, George M. Humphrey, tells Congress that the 
Federal debt limitation should be increased. The present total gross publie debt 
is $266,519,913,328, over a quarter trillion. The present legislative limit =: 
billion. 

We are cognizant of the perilous condition of international affairs. We realize 
the need of our Government to balance the budget. However, knowing 
astronomical expenditures necessary for self-preservation and defense we still 
question the wisdom of certain excise taxes leveled on the retail economy. The 
20 percent excise on toiletries is a case in point. First, Congress imposed a 
10 percent tax on cosmetics and it was designated as an emergency war measure. 
When Congress increased the tax to 20 percent the same reason was given. 
Congress promised to repeal these excises when hostilities ceased The 1943 law 
so provided. Federal excises on toiletries were enacted to restrict consumption 
and lessen the pressure of inflation. They expressly discouraged consumer 
spending. During World War II they served as an effective deterrent in the use 
of scarce materials and the utilization of manpower. 

Excises are now serious roadblocks to a high national level of consumption, 
production, and employment. We reiterate, excises were imposed during the 
war for the purposes of discouraging Consumer spending, by precisely the same 
economic logic they should now be removed. This would carry out the intent 
of the wartime Congress—elimination of the excises on retail purchases, we 
believe, would result in an expanded economy. It is the height of inconsistency 
for Government to collect a 20-percent tax on lipsticks while a $1.50 cake of 
soap is tax free—likewise it is illogical to tax a box of face powder while shaving 
cream is not taxable. Moreover, Sen-Sen is taxable but Lifesavers and chewing 
gum are not. 

Removal of the 20-percent excise tax would result in a steadily increased 
volume of sales, thus affording Government an opportunity to recapture profits 
resulting from stimulating sales. 

If the Congress refuses to eliminate the excise tax on toiletries, then, we 
think, the least the Federal lawmakers can do is to place the toiletries tax at the 
source; namely, the manufacturer. In this way the Government would save 
money. It would eliminate the auditing of hundreds of thousands of retail 
accounts as compared to a relatively small number of minufacturers. Your 
attention is called to the fact that excises on liquors, tobacco, and matches are 
collected at the source. Why not toiletries? Another inescapable fact oceurs 
when we state that the Treasury Department does not issue a master list of 
taxable or nontaxable articles, as a consequence retail pharmacists of the coun 
try are continually in jeopardy and subject to arbitrary assessements by the 
Federal Government. 

Here is the Internal Revenue Code, section 2402 relating to the tax on toilet 
preparations: 


Lhe 
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“There is hereby imposed upon the following articles sold at retail a tax 
equivalent to 20 percent of the price for which so sold: Perfumes, essences, 
extracts, toilet waters, cosmetics, petroleum jellies, hair oils, pomades, hair 
dressings, hair restoratives, hair dyes, aromatic cachous, toilet powders, and 
any similar substance, article, or preparation, by whatsoever name known or 
distinguished; any of the above which are used or applied or intended to be 
used or applied for toilet purposes. * * *” 

Forty-five years ago a Republican Congress decided that a rich man should pay 
more taxes than a poor man. Five years later, in 1913, 42 State legislatures had 
agreed with this sound principle of taxation and the income-tax amendment 
became article XVI of the United States Constitution. At present we are seri 
ously concerned about responsible officials in Government who are seriously con- 
sidering a new tax—a national sales tax. If the many and varied excise taxes 
leveled by the Federal Government are not sales taxes we are at a loss to under 
stand the full meaning and import of a sales tax. If the fairest way to tax 
Americans is according to their ability to pay then addition of a sales tax woul 
shift the burden to small independent businessmen and the wage earner. 

In passing we subscribe to the belief that the present, personal income-tax 
exemption of $600 is ridiculously low. 

In the use of the sovereign power of the National Government in imposing 
burdens on its citizens, the Government must be scrupulously fair, fair in its 
laws, fair in the courts, fair in the regulatory agencies, fair in taxation. The 
Government must be fair, not only because it is the right way to behave, but 
also because in these dangerous days, the Government requires the services and 
money of its citizens that will only be forthcoming to a Government honorable 
and fair in its laws and their administration. 

The citizen who makes a quarterly payment on his income tax has perhaps 
miraculously been spared a consciousness of the hidden taxes which fall upon 
him every day. 

Tax foundation studies reveal that 53 taxes apply to a loaf of bread, a woman's 
hat carries 150 taxes, a man’s suit comes in for 189, a humble egg accounts fo1 
100 and 154 taxes are imposed on a bar of soap. 

PATERSON, N. J., June 9, 19538. 
Hon. Horace See ty-Brown, Jr., 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN: Some time ago, I wrote you and you replied on May 25, 
1953, relative to my intentions of appearing before your committee as a witness 
on the excess-profits-tax laws. 

You advised me in your reply that I may submit for the committee’s considera- 
tion my statements. Therefore, I have submitted herewith a copy of the report 
which I recently forwarded to Congressman Reed of the House Ways and Means 
Committee. 

One of the more important features of the attached statement is that relative 
to the renegotiation regulation in conjunction with the excess-profits-tax law. 
These, I think, should bear considerable examination by your group and then 
take whatever steps are required to remedy the inequity. 

I would be more than pleased to appear before your committee any time at 
its convenience. 

Very truly yours, 
Eimo G. VALLe. 


PATERSON, N. J., June 9, 1953. 
Chairman REED, 
House Ways and Means Committee, 
Washington, D. C. 

DEAR CONGRESSMAN: In conjunction with the survey, studies, and conferences 
which the committee has been undertaking, I am attaching hereto my views of 
one particular section of the excess-profits-tax law. 

If the excess-profits-tax law is continued, I feel certain that upon reading the 
attached, you will concur with my feelings. 

In any event, whether the excess-profits-tax law is continued or not, the 
renegotiation regulation should be amended to give effect to the thought in the 
last paragraph of the attached report. 

Very truly yours, 
Ecmo G. VALLE. 
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Tue INEQUITIES OF SecTION 430 (&) (38) or THE Excess-Prorits LAw 


There are many inequities in the excess-profits-tax law. However, probably 

ne of the most inequitable sections of the law is section 430 (e) (3) of the 
Internal Revenue Code. This section specifically subjects new corporations whose 
volume is more than 50 percent for the defense effort to a greater excess-profits- 
tax rate than other similar new corporations which are not doing defense work 
or their defense work is less than 50 percent of their total volume. Does that 
make sense? Certainly not! 

This section was enacted, because, say the legislators, there is no business risk 
involved in doing business with the Government. However, two very important 
factors were not, undoubtedly considered by the legislators; No. 1, subcontractors 
are not dealing directly with the Government, and, therefore, they do have a risk, 
and No. 2, even prime contractors dealing directly with the Government have 
found that Uncle Sam is not always a prompt payer and, thus, l 
the financial position of the smaller prime contract 

Now, let us see how this law creates the i 
corporated business that does a tremendous job 
up with a volume of 51 percent of its gross business for 

mmpared to one who with little less effort does 50 percent or less. 

(e) (3) says that if you do more than 50 percent war work you do 
enefits of the graduated excess-profits-tax rates of new corporation 
subject to the maximum excess-profits-tax rate, Let us assume 
protit is $200,000 for the year. In the case of the corporations d 

or more, the excess-profits tax of this corporation would be $36 
pared to $10,000 for the corporation doing 50 percent or less. 

As you can readily see, it is highly inequitable. Highly inequitable from the 
viewpoint of taxing one corporation more than another simply because it has 
contributed more to the defense effort. 

Perhaps you're familiar with renegotiation and you are thinking—what’s the 
difference, the net refund will be lesser because of the greater tax credit. That 
is true. However, don’t forget there is no credit given for the higher taxes on 
the nonrenegotiable profits 

Look at the following example: 


Corporation A 
Volume 2949 909 99 
30 percent profit before taxes 75. 000. 00 
Taxes 39, 375. 00 
Corporation B 
Volume 251. 000. 00 
30 percent profit before taxes 75, 300. 00 
Taxes > MK). (1 


Would it have been better for Corporation B to refuse the last order of one- 
thousand-odd dollars and thus save taxes of at least $17,000 and jeopardize the 
defense effort, or would it have been wiser for the legislators to exclude section 
430 (e) (3)? 

In addition to saving tax dollars, Corporation A is not subject to renegotiation, 
whereby Corporation B is. A corporation realizing a 30-percent profit before 
taxes will certainly be renegotiated downward, thus causing additional dollars 
to flow out of Corporation B’s treasury. 

This piece of legislation should be excluded from the excess-profits tax if it is 
continued after June 30, 1953. Further, the renegotiation regulations should 
be revised to give credit for the additional tax paid on the nonrenegotiable profits 
when computing the tax credit on renegotiable profits. 


STATEMENT OF Harry FE. Boor 


My name is Harry FE. Boot and I am attorney for the American Trucking 
Associations. The American Trucking Associations is the national trade as- 
sociation of the trucking industry, representing all types of carriers, both for- 
hire and private, and having affiliated associations in all 48 States and the 
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District of Columbia. The carriers represented are corporations, partnerships, 
and individuals. Our offices are located at 1424 16th Street NW., Washing 
ton 6, D C., 

Many suggestions have been made to the Congress for helping relieve small 
businesses from the burdensome taxloads carried in past years. The motor 
carrier industry is truly a good example of small business when it is considered 
that a great number of motor carriers have annual gross revenues of less 
than $25,000. Out of the 19,720 for-hire motor carriers of property subject 
to the jurisdiction of the Interstate Commerce Act in 1951, 37.8 percent had 
gross revenues under $25,000; 17.7 percent between $25,000 and $50,000; 15.1 
percent between $50,000 and $100,000; 13.4 percent between $100,000 and $200,- 
000. There were only 3,157 carriers, or less than 16 percent grossing $200,000 
or more. Thus while the trucking industry’s for-hire portion in the aggregate 
does a tremendous job of hauling freight, it is a most typical picture of Amer 
can small businesses because the figures just recounted show that 84 percent 
of the firms in the ICC group—which would be expected to be the largest 
have an annual gross of less than $200,000. That is really small business i: 
today’s terms. 

lor-hire trucking is a business which traditionally has offered opportunities 
for enterprising men with little initial capital but with ample energy, enthusi- 
asm, and willingness to work hard. The industry’s ranks are well dotted with 
World War II veterans, for example, who have built a modest livelihood for 
themselves after starting with little or nothing. 

The trucking business is one that has not yet experienced, except in a very 
minor way, the influx or investment capital through public sale of securities 
Welfare of its enterprises is in the great majority of cases the concern of 
individuals or small family groups, fathers and sons, etc. Undercapitalization 
is common, and many businesses in this field struggle for growth against a 
background of somewhat precarious balance sheets. This is not surprising in 
a young industry. 

We submit that the overall growth of the numbers of trucks registered and 
in service in this country in the past decade or so is a testimonial to the economic 
need for their services and should be thus interpreted in support of any legisla- 
tive action to nurture further the expansion of trucking. It would be a costly 
error to read this growth as an indicator that here is a new and lusty profit 
maker which can safely be stripped annually of financial fat 

It must be said with regret that the States have shown clear indications of 

st this kind of thinking in some cases, and many in this year have enacted 
r at least ce lered higher levies against trucks although these levies when 
exorbitant surely will be reflected in many ways against the agriculture in- 
dustry and commerce of their commonwealths. The Federal Congress can be 
expected to take a larger view. 

Under the present law many corporations automatically will receive some tax 
relief this year unless Congress reenacts the excess-profits tax on corporations 
To talk about adjusting corporation income tax alone would he grossly unfnir 
as the motor-carrier industry, like a!l small businesses, consists of corporations, 
partnerships, and individuals. They are all in need of help to overcome the con- 
ditions forced upon them by higher taxation. Motor-carrier equipment has a 
very short life, and with low profits and high taxation, replacements are most 
difficult Under our present tax structure, additions and expansions for the 
small truck operator are almost impossible. Adequate financial reserves are 
usually unknown to the small-business enterprise and this is particularly tru: 
in the trucking industry. So the question immediately arises as to how car 
equipment be replaced or additional equipment be purchased if the income 
tax, whether on a corporation, partnership, or individual, takes a major per 
centage of the profits. 

‘he trucking industry emerged from World War II with an enormous demand 
for service, but practically all of its equipment was worn out and needed re 
placement. Rehabilitation beginning in 1946 took 3 to 4 years to complete, and 
profits were subnormal because of excessive maintenance costs and inadequate 
facilities of operation, aggravated by the fact that the entire 4-year period was 
one of inflation. Commodity indexes went up 45 percent; wages rose 33 percent 
in this particular industry; and delays averaged 6 months to 1 year in getting 
prices up to match cost increases. 

There are no figures available for the smaller truck lines but attached hereto 
as exhibit 1 is a graphic picture of what happened to the trucking industry, 
particularly the class I intercity carriers, under the present tax structure. 
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This exhibit, of course, takes into account excess-profits taxes in many cases 
and shows a recovery of the industry under normal taxation, and a drastic 
drop in ratio of net income to revenue since the enactment of the 1950 excessive- 
profits tax. This exhibit reflects only official figures compiled from the reports 
of the Interstate Commerce Commission by class I intercity motor carriers of 
property. Gross revenues of these carriers increased from $378 million in 1939 
to $746 million in 1945, but the taxable income decreased from 17 million in 1939 
to less than 2 million in 1945. Average net income after taxes decreased from 
over $18,000 in 1939 to a deficit of $1,500 in 1945. After the war, under less 
drastic tax rates, these cariers increased their business more than 3 times. and 
taxpayments of less than $4 million in 1945 increased to over $62 million in 1950 
Since the imposition of the excess-profits tax in 1951, revenues have increased but 
taxpayments of less than $4 million in 1945 increased to over $62 million in 1950 
dangerously low level. With income tax rates under 50 percent, the industry can 
continue to grow and the Government tax income will continue to increase. At 
tax rates exceeding 50 percent, growth will be stifled; at rates beyond 60 percent 
the industry is bound to shrivel. There is reason to believe that under a more 
favorable tax plan, individual revenues will increase, and total taxpayments will 
increase the same as they did in the period of 1946 through 1950 

The test of a motor carrier’s financial soundne t in the rate of return 
on investment, but in the rate of return after deducti total operat 
from gross operating revenue. This ratio of operating costs to 
known as operating ratio, indicates the state of the economic hes 
carrier. Few, if any, could survive on a basis of 6 or.7 percent r 
ment. It is considered that an operat ratio of 95 is the uppe 
motor carrier can safely go. You 
range from 93.4 in 1948 to 99.8 in 1945 and 
Commerce Commission and a number of State cor 
essential difference between motor carriers and othe 
able rates of return on the basis of operating rati 
a return on investment. It is appropriate to quote 
Service Commission, which, on January 19, 1953, 
adjustment case, stated: “In or 
transportation service, and ti 
carriers must have an operat 
before income taxes.” 

Income taxes are not the only 
are affecting the growth and liveliho f the m ! 
thing this industry uses is taxed by the Federal Government 
that particularly affect the motor-carrier industry are thos 
accessories, tires, tubes, and gasoline. While these are te¢ 
facturers excise taxes, they are paid by the consumer ani 
to the purchase price. As an industry, we have appeared 
committees of Congress and explained how the excise tax on 
motor-carrier industry What the actu Federal gas 


best be illustrated by comparison with the passenger car 
familiar. The average passenger car travels 10,000 
Iederal Government approximately $15 per year in Federal 
large truck, on the basis of 50,000 miles per year, which 
mileage, would pay more than $200 per vehicle a year in F 
When we consider that many of these trucks travel 100,000 mil 

year, this $200 is doubled and accounts for a substantial item 

ning a truck. When you add to the Federal tax on gasoli! 

replacement parts, and tubes, the Federal excise taxes on a 

equipment, for 1 year, would amount to more than $1,000 

transportation pays Federal taxes on sucl tems of « ! 

In 1948, motortrucks alone paid over $7 llion in State and local highway 
use taxes. In addition, over $370 million in Federal excise taxes, making a total 
in excess of $1 billion in State and Federal taxes. In that year the industry had 
an operating ratio of 93.4. In 1951 these figures were increased so that motor 
trucks paid over $900 million in State and local highway-user taxes and more 
than $400 million in Federal excise taxes, making a total of more than $1% 
billion. In 1951 the operating ratio had increased to 95.4. 

As a small-business concern, the average motor carrier is laboring under a 
great competitive handicap as compared to other transportation agencies. Many 
communities must rely entirely on the small individual motor carrier for their 
freight-transportation services; smaller communities, in particular, are not 


1 basie 


1 
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served by rail. The small motor carriers are those who are in most dire need of 
some help. The larger motor carriers are having a difficult time under the 
present tax structure, but the small-truck operator, the small-business man, the 
one who is relied upon by the individual communities receiving no other freiglit- 
transportation service, is prevented from expanding or bettering his service, and 
is entitled to some equitable treatment. The recommendations and actions of 
this committee carry great weight, and we earnestly request that you give serious 
consiijeration to the way Federal excise taxes are retarding the growth of small 
trucklines and in some cases dangerously threatening their very existence. Some 
relief is long overdue on the income-tax burden. 
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May 15, 1953. 
Se_ect COMMITTEE ON SMALL BUSINESS, 
House of Representatives, 
House Office Building, Washington 25, D. C. 

GENTLEMEN : My company employs 175 people. We have been in business for 
14 vears serving the aircraft and allied industries doing specialty fabrication 
work of aluminum alloys. We have grown to this size from a beginning of 
5 people. We welcome your invitation to comment on the effect of present-day 
taxes on small business. Our history and reactions are undoubtedly typical! 
for manufacturing companies of our size. We will speak for ourselves, there 
fore, and hope to carry with it the impact of many like us. 

Small business is essential from the standpoint of political health. We need 
in our great country, as great a number of free thinking, constructive individu- 
alists as is possible. Small business builds them from management to the low 
est unskilled workers by building singleness of purpose between management 
and labor. There is no great rift between them: all are working, creating 

triving for the right kind of security, namely a healthy, competitive, forward 
thinking, economically sound company that they can call their own, This clean 
type of thinking is prevalent in small business and rare in big business. Our 
Nation needs more of it: not less. 

Small business is essential from the standpoint of a better standard of living 
Ninety percent of small businesses are created with the primary idea of produc 
ing a better product, or providing a better service for less money. Profits are 
un essential byproduct that make it possible to exist by development of better 
products at a smaller cost. Every company that achieves this goal is a vital 
factor in determining our standard of living. His success is evidence that he 
s creating more wealth for less cost, and thus raising our living standards. We 
need him if are to continue to prosper. 

We of America want to see clean thinking prosper and our standard of living 
increase. We want to see an economic constellation that gives the creator of 
wealth—the manufacturer, the farmer, and the builder—opportunity to create 
that wealth in the most prosperous and efficient manner. 

What does the small business want? He wants to produce a better product 
for less cost. That is his security: that is his reason for existence. He wants 
the opportunity to become competitive and to remain so. He does not want 
his hand held. He does not want special aids or special loans. He wants un 
restricted opportunity to grow healthy and improve his product to an optimum 
degree in quality and cost. He wants to put his earnings into factory and 
product improvement. Only by doing that will he stay in business. We, the 
consuming public, certainly want this. In many instances, every cent that he 
reduces his cost means as high as a 5-cent reduction at the retail level. 

In most all instances the small business reinvests all of its profits after taxes 
back into the business to improve his operation or product. In all too many 
instances, this is not enough to keep him competitive and thereby alive. He ties 
up his capital in fixed assets: he pays his taxes and is left with insufficient work 
ing capital to buy an essential piece of equipment; he has a poor cash position 
and will not qualify for a bank loan; he cannot raise private capital because his 
risks do not warrant the earnings after taxes. Even though he is making a 
profit, he is liable to fail for lack of that extra bit of working capital absorbed 
by taxes. 

This cannot be. You ask the small business about taxes—any tax that hampers 
small business from achieving his objective to produce more wealth at less cost 
is a had tax 

The critical time of a small business is that period in his evolution between 
his formation to the time that he is prosperous enough to solicit stock subscrip- 
tions in his company without difficulty or his current assets exceed current 
liabilities by 2 to 1. This is the period when his profitable rise is subject to 
failure at any time because of the delicate balance of working capital. If we 
conclude that his success is of benefit to the Nation, we must conclude that he 
should not be handicapped in this critical period. 

His tax burden should be minimized to an extreme during this period. By so 
doing he can buy his materials more advantageously; he can get credit from 
his banker: he can raise private capital; and he can buy essential equipment to 
assure an efficient, secure future. He does not need a handout. 

You must ask yourself, What will the small, growing business do with his 
extra net profit if relieved of taxes during his undercapitalized era? He will 
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put all of it into his business by buying facilities and equipment. Does this hurt 
the economy? Certainly not. It stimulates it and is the key to our growth ir 
America to date. If he does not improve his product, competition will eliminate 
him. If he gets too healthy, income taxes will absorb his share of our Govern- 
ment’s operating costs, 

It is our suggestion that great efforts be spent by your committee to investigate 
the possibility of allowing small business to set their own depreciation schedules 
If they wish to expense fixed assets as they purchase them, they should be 
allowed to do so. This makes it possible to grow in efficiency when the oppor- 
tunities present themselves. The fast writeoffs could be terminated as soon as a 
company reaches a certain size by net worth, working capital ratio, or number of 
personnel. The income tax and a slighter, tighter capital-gains tax would 
prevent any exploitation of this special tax situation. 

Any tax on fixed assets (excluding land) or on income spent to acquire fixed 
assets is a bad tax. It cripples the small business and imposes a fine on all 
business for doing what the whole economy needs and desires. Money is spent 
on fixed assets to produce a better product at lower cost 

It is our sincere belief that a relief provision of the type above will mitigate 
the crippling faults and cut down the failures of deserving companies to an 
absolute minimum. It will stimulate the manufacturing business to equip them- 
selves properly and thereby produce a better product. By making a better 
product at a smaller cost, greater demands will exist for it and the entire economy 
will thereby benefit. : 

Under the present tax system, the small manufacturer has to stop thinking 
how to better his product and improve his service as soon as he starts showing 
a profit. He must devote vast sums of money with tax experts and a major 
portion of his time setting up defenses against his encroaching taxload. We 
would all be much better off if he were allowed to pay attention to his product 

A typical example of what excess-profits tax does to the small man with no 
tax base: He starts a year with $200,000 in fixed assets; working capital of 
$100,000, His credit is good. During the year he does $1,500,000 in sales. He 
earns $150,000 profit. To prosecute the business efficiently and meet the cus- 
tomers’ requirements, he has to enlarge. He buys $50,000 worth of equipment 
and hus to add to his plant size, necessitating an expenditure of an additional 
$100,000 to plant and real estate. By so doing he was able to produce a betier 
product more efficiently, keep the business from going to competitors, and give a 
$50,000 refund to his customers. Yet, at the end of the vear, under excess-profits 
tax, his statement would indicate “zero” working capital and $350,000 in fixed 
assets. He is in a much more precarious situation than when he started the year 
previously, even though he is making a better product for less money. Should his 
contracts be canceled, he would be forced to sell off his assets at low prices t 
meet his liabilities. His banker has ceased to look on him as a good credit risk 
This is a typical situation that must not be allowed to exist. The smaller the 
company, the more exaggerated the condition becomes and the more serious. The 
whole country loses by it. Every growing small company must be rid of his handi 
caps. Removing the tax on income spent for fixed assets would give him the 
growth power we all want him to have. Growth power is the essential ingredient 
to national economic health. 

The small business pays big payrolls and creates big wealth of product. We 
must open every door of opportunity to the man who wants to walk the perilous 
road of small business. Do not kill him—he is creating our way of life. 

Respectfully submitted. 


LONGREN ArRcrAFT Co., 
HAMPDEN WENTWORTH, 
Managing Director 


Excerpts From Le&EtTTeER oF HAMPDEN WENTWORTH, OF LONGREN ATRORAFT C 
ro CONGRESSMAN CaAkt HINSHAW, OF CALIFORNIA 
1. The continued existence of a small manufacturing plant is its ability to 
grow with its industry. Its ability to grow is directly proportionable to its 
profits retained after taxes. Look at the cost of equipment at present-day prices, 
and take any income after excess profits taxes and see how fast a plant can 
grow under present conditions. Corrective action must be centered around 
special allowances for accelerated depreciation for smaller firms 
2. The small manufacturer, 99 times out of 100, will plow all of his profits 
back into his business. This stimulates the Nation generally and is a healthy 
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condition. By doing this, he improves his product, reduces his cost, an 
contributes thereby to his Nation. For this reason, an 80 percent tax on profits 
is nowhere near as serious as the limitations put on depreciation. 

3. If most small businesses could keep 25 percent of their net profit, after de 
ducting purchases of equipment, for use as working capital to grow on, the 
would be very happy and capable of constructive growth. This approach mus 
be considered if small business is to remain an active part of the United States 
economy. 

HAMPDEN WENTWORTH, 
Managing Director, Torrance, Calif. 


STATEMENT OF NATIONAL ASSOCIATION OF AMUSEMENT PARKS, POOLS, AND BEACHES 


REASONS WHY THE 20-PERCENT LUXURY TAX SHOULD NOT APPLY TO THE PARK, PIER, 
POOL, AND BEACH INDUSTRY 


The type of recreation and amusements as provided by our industry has al- 
ways been an integral part of the American life and has been considered a neces- 
sity—certainly not a luxury. It is the oldest amusement industry, antedating 
by many years the movies, the automobile, and currently popular sports. 

The Federal Government spends many millions of dollars to provide and main- 
tain recreational facilities for the people. Municipalities provide public bathing 
beaches, swimming pools, tennis courts, golf links, gymnasia, zoos, concerts 
all rarely self-supporting. Yet they all offer stifling competition to the free enter- 
prise system upon which our great amusement-park industry was built. 

To add insult to injury, we are saddled with a 20-percent tax. 

From its inception the admission tax was an emergency tax which was not 
intended to become a permanent part of the tax structure. The admission tax 
has always been resorted to during some crisis in national affairs—and as such 
has been willingly borne as a patriotic measure by park, beach, and pool 
operators. 

However, the time has come when we must consider this tax in its proper 
light—as an unfair discrimination against a recreation industry that is already 
burdened with more than its share of financial troubles. 

The amusement park has always been a service for the small-wage earner’s 
family—where he and his family and friends may gather with their lunch 
baskets to obtain economical relaxation from their labors. 

The importance of this fact was strikingly brought to our attention during 
the recent Inter-American Congress of Mayors and other municipal officials at 
Montevideo, Uruguay. Enclosed is a copy of the agenda of that meeting, and 
I wish you would carefully go over the matters listed in point 5. This emphatic- 
ally cites the need for recreation facilities, properly run, in all populated areas, 
and all public officials recognized the need for privately operated, rather than 
municipally operated, ventures. 

The younger folks are able to use up a lot of pent-up and surplus energy they 
naturally possess in participating in the several physical and daring activities 
amusement parks afford. Psychologists will support the view that the well- 
disciplined youngster finds an outlet in the intrepid activities, in the fun and 
the thrills found in amusement parks. A ride on a thrilling and spectacular 
rollar-coaster device and a few collisions in skooter cars with fellow riders takes 
the place of “hot rod” expeditions and of more vicious habits pursued for the 
sake of thrills. Delinquency is accordingly reduced. The community thereupon 
benefits in ways far beyond the measure of money or excise taxes 

Certainly our legislators never intended that the simple, wholesome amuse- 
ments of the wage earner and his children should be grouped in the same tax 
structure as imported perfumes, mink coats, diamonds, and other luxuries. The 
simple merry-go-round, the ferris wheel, and the roller-coaster rides were never 
considered as taxable in the same bracket as plush night-club admissions or ex- 
pensive musical-comedy tickets. 

Consider for a moment the constantly mounting competition that has con- 
fronted the amusement-park industry since the turn of this century. Since then 
40,000 movie theaters, more recently air-conditioned, have come into being to 
lure the summertime fun seeker. The automobile permits such freedom 
of movement that we must now consider this class of our business as transient. 
Previously streetcars and electric trains brought thousands to the amusement 
parks of the Nation, where they remained throughout the day with a consequent 
greater per capita spending. 
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Consider night baseball, the drive-in theaters, the air-conditioned cocktail 
lounges, and finally, add television. 

Consider that the amusement-park industry must keep progressively abreast 
of all this competition—despite ofttimes unseasonable weather—during a com- 
paratively brief 100-day summer season. 

At the same time no other industry has kept its prices so low. Despite spiral- 
ing costs of labor, equipment, and materials essential to our industry—the family 
wage earner pays little more today for his amusement-park recreation than he 
lid 50 years ago, 

But the toll has been heavy among our operators. Without the elimination of 
this unfair and discriminatory tax, many more may be expected to suffer in the 
near future. We earnestly feel that the loss of the well-run amusement park, 
privately operated, would be a severe loss to the people of America. 

Manpower cost per dollar income is higher than any other entertainment 
medium. The safety factor in our operations requires a full crew on many of 
yur devices, therefore not allowing us, as most businesses, a reduction of forces 

n offpeak hours. 

As an example of rising costs in office expense alone (which is but a small 
percentage of our overhead), we list the following taxes collected or paid by 
park operators: Social security (F. I. C. A.), withholding tax on employees, un- 
employment compensation tax (State), unemployment tax (Federal), welfare 
amusement (in many States), city and State — tax; plus the 20-percent 
luxury excise tax (admissions) which in the aggr 


gate ofttimes totals more than 
park operation nets the owners. 


STATEMENT OF THE PENNSYLVANIA MANUFACTURERS’ ASSOCIATION 


This statement is submitted on behalf of the members of the Pennsylvania 
Manufacturers’ Association. Our association has a membership of approxi- 
mately 9,000 employers, among whom are closely held corporations, partnerships, 
and individuals engaged primarily in manufacturing throughout the Common- 
wealth of Pennsylvania. Most of our members can be truly classified as small 
business since approximately 5,500 of them employ fewer than 50 empl 
Approximately 6,700 of our 9,000 members employ 100 workers or less. 
remaining 2,300 members of PMA, there are only a few that can be calle 
business. 

The board of governors of our association is composed of 19 men 
3 of these men could possibly be identified with larger businesses, but 
not with giant corporations. The others are all associated with sma 
who may manufacture nationally known products, but who certainly have 
monopoly in their fields 

The Commonwealth of Pennsylvania has a present populati 
mately 11 million, of which 3,700,000 are employed in nonagricult 
ments * by some 258,000 employers. Manufacturing accounts fi 
of 1,500,000 of these workers by some 19,000 employing establi nts. 

While the cities of Philadelphia and Pittsburgh, located respectively at the 
extreme eastern and western borders of our State, account for the greatest 
number of our manufacturing establishments, the Industrial Directory of our 
Commonwealth discloses that the 65 counties of the State, stretching between 
Philadelphia and Allegheny Counties, are honeycombed with smal! manufac- 
turers turning out clothing, hosiery, machine products, boots and shoes, tools 
and dies, brick, refractories, furniture, brooms, millwork, drugs and chemicals, 
fabricated steel, paper products, textiles, and countless other unclassified items. 

While there has been a considerable amount of dispersion of large industry 
throughout these counties of Pennsylvania in recent years, small busine 
tinues to furnish the prime income stability to these areas. Small “busine ‘SS 
also serves as the underplanting of our economy in both PI! adelphia and Pitts- 
burgh. Upon the prosperity of small business and its ability to grow depend, 
to a large measure, the prosperity and growth of our communities 

We believe that Pennsylvania with its natural resources, manpower, skills, 
transportation facilities, superhighways, ports, air terminals, and geographic 
proximity to all the eastern markets is ideally suited to further industrial de- 
velopment. Our opinion has been borne out by the giants of industry who have 


no 


appr xi- 
| establish- 


ployment 


s con 


10. S. Department of Labor, Employment and Payrolls, March 1953 
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flocked into our Delaware River and Susquehanna River Valleys and by thos 
other national concerns who have located plants throughout out our rural areas 
While we are not unmindful of the economic benefits derived from the sett 
ment of big business among us, we are fearful that our Government's present 
laws will so thwart small business that an economic unbalance may resu 
National concerns can migrate easily. Small business, however, usually 
taproots reaching from the individual or family who started it deep into the con 
munity. Should national concerns move, it is the remaining stuail business that 
carries the conimunity. In Pennsylvania we want a balance of both big and 
small business, 

If small business is to continue as the bolster of the economy of our Stat 
then small business must have incentive to enter the industrial field, to con 
and expand therein. 

The steady growth of small business does not come from repeated floating 
bond or stock issues. It does not have ready access to the Nation's mone 
markets. Little of its growth comes from the short-term bank louns which ar 
available to established small businesses. Its expansion, its new processes, its re 
placement of obsolesvent equipment necessary to low-cost operations, the added 
jobs it supplies in the community and the increased take-home pay to the ho 
ers of those jobs, must primarily result from continued reinvestment of its 
earnings in the enterprise. Execessive taxation, or taxation which is not keenly 
sensitive to the functioning of small business puts a stop to this growth, and as a 
consequence actually diministhes returns to the Government by reducing tax 
able income, 


' 


The excess-profits tax strikes hardest at small business because it does not 
take into consideration the realities of its operation. The alternative methods of 
determining the base period net income are illustrative of this point. Let us tak 
the example of a small company that started in 1946 upon close of World War II 
to produce a certain line of civilian goods. It is almost axiomatic that no mat 
ter how efficiently managed, a new business will generally lose money for the 
rst 2 or 3 years until it gets under way. Our example company lost money in 
1946, 1947, and 1948. Just as its product was catching on, it encountered the 
recession of 1949. In 1950 and 1951, the company started to make money. Of 
what benefit will a tax base period of the best 3 out of 4 years, 1946 to 1949, 
he to such a small company? 

Of what benefit would a base calculated on a rate of return of invested capita 
be to such company which has a low invested capital in relation to sales a com 
pany that sells skill and precision work, for example, with no elaborate and ex 
pensive equipment or assembly lines? If this company is to have more thar 
subsistence existence, it must be taxed on a basis that is more attuned to the 

enture and growth risks of new business. 

Under our present confiscatory tax laws, how can established small business 
replace obsolescent equipment with new? With technological improvement 
advancing at so rapid a pace, equipment, machinery, assembly lines, and even 
building soon become outmoded and inefficient. If there is little left after 
taxes for replacement and if depreciation permitted under our tax laws does 
not tuke into consideration inflated replacement costs, how can established 
small business concerns become anything but high-cost marginal producers 
Few small business concerns, after their initial investment, hold any reserves 
for long-term replacements. Year-to-year earnings are the source which p1 
vide the flow of capital needed not only for new equipment but for flexibility to 
adapt their operations to potential markets. A small business owned by but 
few is always at a competitive disadvantage because it lacks the operational! 
flexibility of big business. Our existing tax laws accentuate this competitive 
lisadvantage. 

Smal! business is not seeking any special advantage. It does not desire to evade 
its share of the tax burden. In the past, the Federal Government has worn a 
Janus-like mask in its approach to small business. Looking in one direction, 
Government has studied ways and means of furnishing some special advantage 
through its Small Business Committees, but turning its face the other way, it 
has curbed the productive efforts and growth of small business through its 
taxing policies. Like Janus, our Government has not looked straight ahead 
at small business. With one face it has viewed it as a weakling to be given some 
sort of special help. With the other it has treated it as suspect if in any 1 year 
it showed earning strength. It has been blind to the potential of small business 
as the bulwark of our economy. 





EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 305] 


All small business seeks is the removal of the extra hurdle which now pre 


‘nts it from producing and growil It . a tax law which ultimately wil 
permit it to provide a greater base for tax revenue than is currently possibl 
It seeks to render an economic service in the comiounities where it t 

it is the American way to encourage the man or the companys 
energy, and initiative Since 1942, the tax laws have hi 
ncouraged these qualities upon which our nationai s 


Joun H 


STATEMENT OF JOSEPH LD). HENDERS« NATIONAL MANAGI 
AMERICAN ASSOCIATION SMALL BUSINESS 


In re: Hearing to study the effect of the present tax st? 
business community. To develop the factual background ne« 


ate the effect of present taxes on small-business opportunity and incentive 


Mr. Chairman and gentlemen of the committee, my name is Joseph D. Hender 
son. I am national managing director of the American Association of Small 
Business, Inc., chartered February 20, 1942, with national headquarters in the city 
of New Orleans, La., suite 4231. Balter Building 

The entire membership of the American Association of Small Business is grate 
ful for your invitation to appear before this committee 

The interest of the members in signing “the petition,’ is sur; ! > believe 
the last issue of the Small Business Review brought to the members of vb Ameri 
can Association of Small Business an opportunity nevel ’ ed to the 
entire membership of any organization. The people were given an opportunity 
to tell the committees of Congress just what tax laws they ‘ t 
The response to this proposal was startling, to say the le 
100 percent votes in favor of a change indicates that the 
disgusted with the present tax picture Reduction 
Among the outstanding recommendations to the C 

1. Removal of the excise ntertai en n . por, *, furs 
and all items to which it applies, a is a niisan : doing business and 
restraint of trade. Furthermore, it was only intended as a wartime measure. 

2. Double taxation on corporate dividends must be remove This tax is in 
restraint of trade also and hinders the flow of risk capital into the free-enterpris« 
field, thus hampering small business. This hindrance to business could be 


removed by the enactment of a law amending the Internal Revenue Code, see 


tion 22 (a) (general definition) by striking out the word “dividends.’ 

3. The excess-profits tax must be removed completely { | 
be raised whereby backlog of ussets may be developed 

4. Special treatment should be accorded business a . 
offset the great expense of acting as a tax collector and recordkeeper for the 
various branches of government ; to meet expansion programs and build a reserve 
for recessions by permitting a tax exemption of not less than $25,000 per annum 
This exemption will counteract the unfair competition all taxpaying pe > are 
forced to endure from tax-exempt businesses, organizations, and city, county, 
State and National Governments with free private taxpaying enterprises which 
are required to pay taxes to support their tax-free competitor 

5. The taxes could be reduced considerably if the Governmen 
all business in competition with taxpaying businesses. The vi 
ing the people to maintain many agencies, Government corpor 
services which can be performed by private taxpaying enterprises is ; 
tion of socialism and will eventually spread to envelop our entire 
halted at once. 

6. The unemployment Compensation tax should 
such time as the need for more money is required for the purpose the law govern 
ing unemployment compensation provides. This tax has been abused since it 
first became effective. The revenues derived therefrom have been diverted to 
the general expense of operating the many bureaucratic agencies of the Feder 
yovernment. The unemployment compensation tax fund is now in excess of 
$630 million, more than 6 times the amount originally estimate d as being enoug! 
for a reserve to meet all contingencies. Removal of this tax for a reasonabl 
time will give considerable relief to the small-business men. 

7. Change the Federal tax laws to allow individual businesses to amortize new 


equipment, buildings, and other facilities over a period of their own choosing 


he suspended or reduced until 





352 EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 


This will permit small businesses to depreciate property during and over a period 
best adaptable to the financial condition. 

8. Finally, it must be recognized that Federal revenues absorb about 75 per- 
cent of the tax dollars paid by the people of the United States. State govern- 
nents collect between 13 and 14 percent and local tax revenues absorb the bal- 
ance. Under the present taxing program, about 70 percent of the funds required 
to maintain the socialistic programs in all of the various States composed of 
grants-in-aid plus Federal-aid payments to individuals and institutions within 
the States comes out of the United States Treasury. To make it clearer, should 
the Federal Government discontinue pouring the taxpayer’s money into the 
various programs, the States would have to increase their taxes about 70 percent 
in order to maintain the services, aids, and socialistic activities with which the 
people are now indulged. 

(he socialistic mess in which we have become involved should be cleaned up 
vith caution. When the people of the various States (now paying into the 
Treasury of the United States much larger sums of tax money than other States) 
begin to realize that much of their money is being siphoned off to support the 
vassal States of the Fair Deal-New Deal feudalism, they may revolt. Should 
that happen, the various States will have to quickly amend their tax laws upward 
or throw out all or many of the socialistic activities with which the people have 
become anesthetized. 

The American Association of Small Business is conducting a public-relations 
program dedicated to keeping small business in business. Your cooperation in 
bringing the greatest possible tax relief to the small-business people of the 
Nation will be appreciated by over 4 million firms throughout the country em- 
ploying on an average of 10 persons, or a total of over 40 million people making 
their living out of small business, not to mention those at home dependent on 
small business. 

Very sincerely, 
J. D. HENDERSON, 
National Managing Director, 
imerican Association of Small Business, Inc. 


MEMORANDUM ON Excise TAX ON LUGGAGE AND PERSONAL LEATHER Goops—Its 
EFFect ON SMALL-BUSINESS OPPORTUNITY AND INCENTIVE 


Submitted by Luggage and Leather Goods Manufacturers of America, Inc., 
Jack Citronbaum, executive vice president 


This memorandum is being submitted by the Luggage and Leather Goods Manu- 
facturers of America, Inc., the official trade association representing the manu- 
facturers of Inggage and personal leather goods. To define personal leather 


goods, they consist of billfolds, key cases, coin purses, dressing cases, card cases, 
y 


writing sets, picture albums, and other leather novelties. 

The purpose of this memorandum is to present to the Select Committee on 
Small Business the plight of an industry which is definitely in the small-business 
class. The industry—the luggage and personal leather goo!s industry. The 
difficulty which is stifling this industry’s progress and which could cause its 
breakdown—the 20-percent excise tax now being collected on its products. 


POINT I. THE LUGGAGE AND PERSONAL LEATHER GOODS INDUSTRY IS SMALL BUSINESS 


Industry statistics which are hereinafter set forth clearly establish the fact 
that the luggage and persopal leather goods industry is small business. 
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Industry statistics 


NUMBER OF EMPLOYEES PER MANUFACTURER, 





Personal 
Average employment uggage leather 


s 


20-49 
50-99 
100-249 
250-499. . . 
500-999 


NUMBER OF PRODUCTION 


WORKERS, YEARS 1939, 1947, 1949, 1950 


Personal 
leather 


goods 


estimated) 


Number of production workers Luggage 


5, 887 
7,748 
8, 309 
9, 373 


PERSONAL CONSUMPTION EXPENDITURES 1941-51 FOR LUGGAGE AND PERSONAL 
LEATHER FOODS 


{In millions} 


Personal 
leather 
goods 


(estimated 





The manufacture of luggage and related items is essentially small business, 
and a highly competitive, low-profit one. The latest statistics available show 
that of the 593 establishments manufacturing luggage in 1947, 525 employed 
less than 100 workers. Only 67 employed 100 or more. In 1950 there were about 
13,300 employed in the production of luggage. Similarly, of the 241 manufac- 
turers of personal leather goods, only 23 employed more than 100 workers. 

This small business is being encumbered and impeded by an excise tax which 
is both discriminatory and oppressive. The case for its repeal and its effect on 
the industry is hereinafter set out. 


POINT II. THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WAS STRICTLY A WAR 
CONSERVATION MEASURE 


At the very outset, it might be well to dispel any thought that the excise tax 
on luggage and leather goods exists because they are luxuries. That myth 
should be dispelled immediately. Who are the users of luggage and leather 
goods? They are the traveling public. These fall into two classifications: 
The essential traveler whether he be businessman, Congressman, doctor, en- 
gineer, or of another profession, and all of the rest of us who may take all too 
short vacation periods. Today, in addition to those of us who took vacations 


84375—53——24 
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before the war, there are perhaps 40 million workers who enjoy annual vacati 
periods with pay. 

No excise tax is collected on the suit a man wears on his back, nor on his 
underclothing or shoes, yet there is an excise tax on the bag in which he must 
earry his clothing and the very wallet in which he carries his all too little 
vacation money. 

Luggage and leather goods are not luxuries nor were they so considered by 
the Congress when it enacted the Henderson Security Act in which luggage and 
leather goods were included. An examination of the act points clearly and 
unmistakingly to the fact that the excise tax on luggage and leather goods was 
a wartime measure enacted not for revenue, but to conserve strategically needed 
material 

The mind of Congress on this all-important point is clear when section 3406 
of the Revenue Act of 1941 is read. Under that section we find luggage and 
leather goods classed with such items as electric appliances, photographic ap 
paratus, electric signs, business and store machines, rubber articles, washing 
machines, and optical equipment. Without more than just a reading of these 
articles, it is evident that these articles under this manufacturers’ excise tax 
(see, 552) are articles whose component parts consisted of vital war materials 
Luggage and leather goods were in this category. The reason is obvious. 

The components of luggage and leather goods are leather, wood, brass, steel 
rayon, and cotton linings. All materials which were so badly needed during 
the war. It is beyond the shadow of a doubt to say that Congress placed an 
excise tax on luggage and leather goods to curb their sale not because they were 
luxuries, but because the components constituted such vital war materials. Wh« 
can say that leather, wood, brass, steel, rayon, and cotton did not play a vital 
part in winning the war? 

The proof of this fact becomes even more apparent when the very next sec- 
tion of the Revenue Act of 1941 is read. That section (sec. 553) imposes a 
retailers’ excise tax on what? Jewelry, furs, toilet preparations—purely and 
uncontroversially luxury items. If luggage and leather goods were in the 
luxury class, surely Congress would have placed them in section 553 rather 
than in section 552. 

The very first sentence in H. R. 5417, the Revenue Act of 1941, points to and 
brings forth most clearly the point we raise. The first sentence says, “A bill to 
provide revenue, and for other purposes.” 

Luggage and leather goods were not taxed for revenue, they were taxed for 
“other purposes.” These “other purposes” being the conservation of vital raw 
materials. 

World War II has been over for 8 years, yet the burden of the excise tax, 
enacted for war purposes only, is still retarding the progress of our industry. It 
was never the intention to tax luggage and leather goods for revenue purposes. 
It is contrary to every tenet of fair play to continue to tax beyond its original 
purpose. The luggage and leather goods industry accepted the imposition of the 
tax as its sacrifice in the war effort. It should not still be paying the price of 
such sacrifice 8 years after the successful conclusion of the event for which the 
sacrifice was made. To continue to pay is an irreparable harm which is being 
foisted on an industry which is small and perhaps unable to match its energies 
against those who are large and who are able to withstand and defeat any plans 
to share the burden of Government finance, 


POINT III. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS 
DISCRIMINATORY 


Pursuing further the point outlined heretofore, it becomes quite evident that 
the retaining of an excise tax on luggage and personal leather goods, having been 
divorced from its original purpose, is now being used for the purpose of raising 
revenue. 

What justification is there for this tax? When considered in the light of the 
many hundreds of items which are not taxable, the answer is obvious. There is 
no justification for the imposition of an excise tax on luggage and personal 
leather goods. 

When a tax is put on some businesses, and not on others, those businesses 
which are taxed are being burdened with a special penalty. Can anyone deny 
that this is discrimination by the Government? A business which is punished by 
a special tax just cannot compete on fair and equal terms for the consumer's 
dollar. Luggage and leather goods are competing with hundreds of other gift 
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items which are completely free of excise tax. How can such unfair competition 
be justified by the Government which, through its very laws, is constantly on the 
alert to prevent unfair competition amongst businesses? Is there such a thing 
as degrees of unfair competition merely because the Government sanctions— 
yes—legislates unfair competition on the one hand and then attempts to outlaw 
unfair competition on the other? Unfair competition by taxation is truly a 
vicious deed. It is all the more repugnant because of its sanction by law. It is 
definitely contrary to the free flow of business which is one of the bulwarks of 
our economic freedom. 

Not only is the excise tax on luggage and leather goods discriminatory per se, 
but it is even discriminatory among the products which are produced in the 
industry. The lack of any reason for this discrimination is revealed sharply in 
some of the contradictions which result from these taxes. Just to mention a 
few examples—a brief case made of leather or imitation leather is taxable. A 
briefcase made of fabric other than leather or imitation leather is not taxable. 
An overnight case for carrying wearing apparel is taxable but a liquor flask case 
for carrying bottles of liquor is not taxable. A leather cigarette case is not tax- 
able but a billfold for carrying money is taxabie. A cover case for matches, 
pipes, and playing cards is not taxable but a card case for holding necessary 
business cards is taxable. Where is the logic? Where is the justice? 

Not only does the excise tax on luggage and leather goods discriminate amongst 
products, but it is also discriminatory among people. The excise-tax on luggage 
and leather goods is unfair to millions of people who have to live on small pensions 
or on small fixed salaries. Travel and recreation have become a part of our 
normal standard of living. Labor contracts covering millions of employees for 
the most part contain vacation clauses of varying lengths. What good is is to 
give an employee the time for a vacation and then tax way from him the ability 
to utilize this time? Low-income groups are directly affected by the excise tax 
on luggage and leather goods as it deprives many of them of their pleasures and 
of their recreation. 

The injustice of the tax is further emphasized by the fact that they are in 
no way related to the income of either the seller or the buyer. It hits the hardest 
those least able to bear it. A wallet, a suitcase, a briefecase—each an ordinary, 
everyday item contributing to the standard of living for which America is hailed— 
are subject to a tax. A tax which from practical usage is nothing short of a 
sales tax from which there is no escaping the obvious—that such a tax falls most 
heavily upon lower-income groups. 


POINT IV. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS CAUSING 
IRREPARABLE LOSS TO THE INDUSTRY 


Unlike other consumer goods industries, the luggage and leather goods indus- 
tries have failed in the continued march forward despite the most favorable 
factors. The reason is directly attributable to the tax. 

An analysis of Department of Commerce dollar volume sales figures for the 
eategory “luggage” since the cessation of hostilities clearly shows the continued 
existence of sharp valleys and only slightly rising peaks. A condition not sym- 
bolic of other consumer goods industries. The figures are as follows: 


Personal consumption expenditures for luggage 
[In millions] 


~ .._. $188 | 1950__-. 
Radke one harntak ALS TD ON ed i 
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1 Figures unavailable. 


The above figures clearly indicate that the industry had filled consumer needs 
after the war, and in 1949 was beginning to feel the effects of competition for 
the consumer dollar with a sharp decline from a high of $194 million in retail 
sales in 1947 to a sharp drop of $169 million in 1949. The gradual rise in 1950 
and 1951 can be attributed to the Korean conflict which had its effect on all retail 
sales. Most industries showed sharp increases in 1950 and 1951, the luggage 
industry’s rise was extremely modest as the figures indicate. 

Did the industry flourish and make large steps forward during the existing 
“cold war period?’ The answer is obvious and is made even more outstanding 
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by the figures heretofore quoted. The only reason that can be attributed to the 
modest increase in sales volume is the high employment enjoyed by the people 
and their desire to utilize their leisure time in travel and their steady earnings in 
gifts, plus a campaign of promotion selling on the part of the industry. 

On this point it might be well to point out that manufacturers in our industry, 
because of the tax, are compelled by competition from within and competition 
from without to lessen and lessen their avenue of profit. A manufacturer con- 
fronted with an immediate deterrent of a 20-percent excise tax on his product, 
even at the expense of a safe margin of profit, he must build a product which can 
compete for the consumer dollar at the retail price level. Regardless of the 
net result, resistance to purchase becomes apparent immediately when that 
retail price level is exceeded. 

The result of this is constant pressure on the manufacturer to keep pecking 
away at every turn on his margin of profit. If this condition continues much 
longer, there will soon be no profit with the accompanying disastrous results. 
‘There is no question but that the 20 percent excise tax is the direct cause of this 
condition. Its repeal is an absolute essential for the continued survival of the 
luggage and leather goods industry. 

Since the year 1948, more than 30 manufacturers of luggage and leather goods 
have discontinued operations. Many were compelled to do so by action of their 
creditors either through bankruptcy or assignments for the benefit of creditors, 
others found their enterprises no longer profitable and could not continue opera- 
tions. Still others proceeded with orderly liquidations sustaining individual 
financial losses. 

Not only have manufacturers been affected, but many retail stores have found 
it impossible to operate profitably and have liquidated their businesses either 
voluntarily or by compulsion. 

it is safe to say that neither manufacturer nor retailer would voluntarily give 
up a profitable venture. While certain business fatalities are normal each 
year, the history of the luggage and leather goods industry prior to excise tax 
has been among those not seriously affected by failures. With the growth of 
the industry since the war and with the imposition of the excise tax has come 
a period of precarious business life. 

This situation is even more exaggerated when it is considered that tradi- 
tionally the net profit in the luggage and leather goods business has been 
extremely low. Statistics produced during the past have indicated that such 
net profit does not exceed 2 percent. Truly a minimum for safe business opera- 
tion. The slightest swing of the pendulum toward a slump in business immedi- 
ately wipes out this small margin of profit. 

The excise tax has made the life of a luggage and leather goods business even 
more precarious. It must be eliminated to permit an industry to conduct itself 
without the constant fear of an added strain—the tax—adding to the normal 
peaks and valleys of business. No industry can stand such strain for long. 


POINT V. THE REPEAL OF THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WILL 
RESULT IN A SMALL LOSS, IF ANY, TO THE GOVERNMENT 


The repeal of the excise tax on the category “Luggage” which includes all 
luggage items, all leather goods items such as billfolds, wallets, key cases, coin 
purses, dressing cases, and ladies’ handbags, would cause a gross loss, based on 
the average collection during the past few years, of about $80 million. When con- 
sidered in the overall budgetary picture such a loss, even on a “gross” basis, 
is indeed a small price to pay for the continuance and health of an industry 
whose products are vital to our standard of living and our overall economy. 

But the gross loss will by no means be the net loss. Consideration must be 
given to these offsets. Repeal of the excise tax will have the following general 
effects upon the revenue source. These effects are outlined in a report submitted 
to the House Ways and Means Committee in 1950 by the National Committee for 
Repeal of Wartime Excise Taxes, and prepared by the Commodity Marketing 
Corporation, and are as convincing now as they were in 1950. The general 
offsets to gross revenue loss are attributed to— 

(a) Increased corporate and individual business income tax liability due 
to expanded net profits as a result of repeal; 

(b) Inereased corporate income tax liability due to additional dividends 
received by taxable individuals; 

(c) Increased individual income tax liability due to increased wages and 
salaries ; 
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(d) Increased employment tax liability due to increased wages and 
salaries. 

While no specific estimate is available at this time as to the amount of such 
offsets, and at best such figures must of necessity be estimates, nevertheless it 
is safe to assume that the net loss to the Government from repeal of the 20 
percent excise tax on luggage and leather goods would be relatively small, if 
any at all. 

Substance to this argument can be found in the enlarged outlet for the sale 
of our products which would follow repeal. Travel and relaxation have become 
a part of our national economy and our high standard of living. With our prod 
ucts given a competitive chance, our industry can take advantage of its potential 
and increase its volume commensurate with the natural and economic reasons 
which exist for such expansion. 


POINT IV. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS DETERS 
REPLACEMENT 


The greatest deterrent to expansion in the luggage and leather goods industry 
is the limited rate of replacement resulting from consumer reluctance to replace 
an item of luggage and leather goods because of the excise tax. An attitude 
of “making the old piece do” is prevalent as soon as the tax is added to the pros- 
pective sale. Retailers all over the country can attest to such an adverse con- 
sumer reaction. The psychological effect of the tax is to immediately shy away 
from the purchase because of the tax. 


POINT VII. KEENER COMPETITION FROM NONTAXED INDUSTRIES IN THE OFFING 


Government economists and others have been predicting that the last half 
of the year 1953 will see business leveling off from its high point, with the years 
1954 and 1955 subject to deflationary pressures. Predictions are even at the 
point of seeing a mild recession during those years. In every consideration of 
the question of excise tax, such predictions should carry weight. Every thought 
must be given to those industries which carry an excise tax with such a future 
in view. 

What chance does such an industry stand against one which is nontaxed? In 
every past period of slump, no matter how mild, competition for the consumer 
dollar becomes fierce. An industry burdened with a retail excise tax would 
soon become a nonentity. Certainly it is not the intention of Congress to legis 
late or to retain legislation which will tax an industry out of existence. Such 
could easily be the case for the luggage and leather goods industry if the tax 
were not removed and recession were to set in. 

While it is not the intent of this outline to wax pessimistic, consideration and 
thought must be given to present happenings and to future effects. No one 
looks forward with favor to any downturn in business, least of all the business- 
man, but its probability must always be considered in future planning. Congress, 
with more facts and figures at its fingertips, must shoulder the responsibility of 
consideration of the future. To permit a discriminatory tax to remain in any 
downward business forecast would be an act of omission of the most dire con- 
sequences. 

The luggage and personal leather goods industry must call upon Congress to 
consider this factor in its deliberations. Its position as a competitor for the 
consumer dollar would be grossly prejudiced were the tax to remain and a period 
of downward business pressures become fact. This congressional responsibility 
cannot and should not be treated lightly in view of all existing facts and fore- 
casts. 

It is no secret in the industry that many have been compelled to pour back into 
their businesses any profits which may have been earned during the more pros- 
perous war years. It is equally no secret that many firms have operated at a 
loss since 1949. Their ability to remain in business was possible only by the 
investment of fresh capital gained from better times. That condition has already 
reached a point of saturation. Unless a firm can stand on its own feet profit- 
wise, from here on in it will fall prey to the auctioneer’s hammer. 

Relief from excise tax is one major development which can help this situation. 
Its continuance will surely spell ruin for the industry in view of present indica- 
tions for the future. 
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POINT VIII, THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS IS CAUSING 
UNEMPLOY MENT 


Ever since the year 1947, employment in the luggage and leather goods indus- 
try has been a steady downward tendency. In the year 1949 employment was 
poor, with a decrease of between 30 and 40 percent from the year 1948. In the 
year 1949 the average yearly employment of its workers was slightly above 30 
weeks as compared with an average of 45 weeks in 1948. In 1950 the average 
weekly employment increased slightly from the low of 1949 to about 40 weeks 
of employment. In 1951 there was no increase over 1950, if anything there was 
a slight decrease. The first 6 months of 1952 saw an industry truly in the throes 
of large unemployment. Were it not for the spurt in employment which occurred 
during the last half of 1952, this year might have been most infamous, employ- 
mentwise. As it was, it compared favorably with 1950 and 1951. However, the 
industry as a whole has never attained the relatively full-employment statistics 
which existed in 1947 and 1948. 

There is no doubt that the 20 percent excise tax is a contributing, if not a 
conclusive, factor in the unemployment situation. Luggage and leather goods 
are products which are becoming less and less seasonal in nature. True, there 
are certain high points during the year. But the extremes of these high points 
are becoming more and more modest. Travel and gift-giving are becoming part 
of our overall standard of living. In such a setting, seasons, while important, 
become less and less controlling. In such a situation, employment should be- 
come more evenly balanced and more consistent. The 20 percent excise tax is 
seeing to it that the volume in luggage and leather goods remains exceedingiy 
lower than it was in 1947 and 1948. A condition which few other industries 
have to contend with. 


POINT IX. IMMINENT RELIEF DENIED BECAUSE OF KOREAN SITUATION 


It may be well to point out that in 1950 Congress had taken heed of the 
dilemma of the luggage and leather goods industry by passing legislation which 
would have relieved the personal leather goods industry from the tax and re- 
duced the tax on luggage to 10 percent. Unfortunately, just as the measure was 
to have been signed by the President, the Korean aggression occurred and no 
tax-reducing legislation was signed. 

While many industries may have experienced aggravated spurts in business 
because of this Korean situation, the statistics previously quoted clearly indi- 
“ate that the luggage and leather goods industry was not one of them. How- 
ever, because of the knowledge of the financial needs of the country to support a 
hot war in Korea and a cold war on many otber fronts, the luggage and leather 
goods industry was called upon again to make a sacrifice not requested of many 
other industries. 

Now that a time has come when tax relief is possible, the luggage and leather 
goods industry should receive priority consideration. Our case was previously 
made out and proved. Aggression prevented our industry from receiving the 
relief which all were convinced it was entitled to. 

Let it not be said that unprovoked aggression had the effect of compelling 
an industry to suffer irreparable damage without being duly and justly remedied. 


POINT X. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS 
SHOULD BE REPEALED 


In summation, for the following reasons, the excise tax on luggage and per- 
sonal leather goods should be repealed in its entirety : 

1. The excise tax on luggage and personal leather goods was not levied origi- 
nally to raise revenue but to conserve vital war materials. 

2. Luggage and personal leather goods are not luxuries. 

3. The excise tax on luggage and personal leather goods is discriminatory. 

4. The excise tax on luggage and personal leather goods is a definite deterrent 
to their sale. 
5. The excise tax on luggage and personal leather goods has led to unem- 
ployment. 

6. The repeal of the excise tax on luggage and leather goods will not result in 
great loss to the Government. 

7. The excise tax on luggage and leather goods, in the event of a business 
downswing, will prevent the industry from competing with other industries on 
an equal basis. 
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8. The relief to have been granted before the Korean situation should not be 
denied now and should be expanded to include complete repeal on both luggage 
and leather goods. 

It is most respectfully submitted that the excise tax on luggage and personal 
leather goods be repealed in its entirety. 


[ Affidavit] 
STATE OF New YorK, 
City of New York, County of New York, ss: 

Before me, a notary public in and for said county, appeared Jack Citronbaum, 
who being duly sworn, deposes and says that he is the executive vice president 
of the Luggage and Leather Goods Manufacturers of America, Inc.; that the facts 
stated in the memorandum herein submitted by the Luggage and Leather Goods 
Manufacturers of America, Inc., and presenting statistics and facts relative to 
the effect of the excise tax on luggage and personal leather goods of his own 
knowledge is true; and that as to those matters stated to be upon information and 
belief, he believes them to be true. 

JACK CITRONBAUM. 


Subscribed and sworn to before me this 13th day of May 1953. 


[SEAL] Harotp D. Busna, 
Notary Public. 


STATEMENT BY JOSEPH KOIODNY, MANAGING DrrRecToR, NATIONAL ASSOCIATION OF 
Tospacco DISTRIBUTORS 


The 1,300,000 retail outlets serviced by the member wholesalers of the National 
Association of Tobacco Distributors epitomize, to a larger extent than any other 
segment of American business society, the bastion of American small business. 
The preponderant majority of these small merchants are typical of the so-called 
papa-and-mama stores. Many of them are victims of some physical deformity ; 
some of them are products of the American melting pot to whom the exercise of 
initiative to engage in business symbolizes American freedom of opportunity. By 
and large, they are people of exceedingly modest means who engage in business 
to eke out a livelihood. 

The working hours for an appreciable number of these merchants extend from 
dawn to dusk, including holidays and weekends. It is this important grouping 
of our American competitive economy that is in need of easement of the tax 
burden. In the American economic process a reasonable percentage of these 
industrious merchants rise above the average, and by diligent and sedulous effort 
emerge with substantial, expanded business enterprises. As a rule, however, such 
Horatio Alger successes are a byproduct of some sort of expected or unexpected 
windfall. It is a discouraging commentary on the exercise of freedom when one 
has to await or depend upon a windfall. 

Ways and means must be provided for a larger number of these small mer- 
chants to lift themselves up by their bootstraps and thus march forward in our 
industrial economy. While ambition, relentless effort, application, and tenacity 
are irreplaceable elements toward the achievement of essential goals, in recent 
years, however, all these praiseworthy elements have been sharply impeded by 
an unrealistic tax structure applicable to small business. 

It is of the utmost urgency that this committee understand the dilemma that 
the small-business man is facing. Compliance with tax laws, including the filing 
of reports as well as making required payments, is extremely important in the 
conduct of small enterprises. In addition to the tremendous burden of paying 
these taxes, the small-business man is forced to engage, very often at considerable 
expense, an accountant or a lawyer to prepare the proper forms. The great 
variety of Federal, State, and local taxes offer one of the greatest pitfalls to the 
small-business man. The store owner is not only burdened with heavy Federal 
income taxation, but is also weighed down by a multiplicity of sales taxes, license 
taxes, property taxes, social-security taxes, and other miscellaneous taxes. He 
is unable to adjust his business to a morass with which his enterprise is totally 
unacclimated. 

In addition to reducing and simplifying the documents and other papers— 
the small merchant—without adequate office facilities is required to process, 
serious study should be accorded to extend to him the same rights as are cur- 
rently extended to defense plants which permit for depreciation in 5 years. 
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We are not, in this instance, espousing any new principle. The Government 
of the United States already recognizes that the building of a defense plant 
entails huge investment and capital risk and that anyone braving that investment 
or risk should be allowed to shorten the time of the risk. 

Every small-business aspirant risks (@) his modest capital, which is either 
borrowed or, by virtue of stringent economy, accumulated over several years; 
(b>) a number of years of hard work; and (c) foregoes many conveniences—in 
order to succeed in a small-business venture. Why therefore should not such 
an industrious businessman be exempted from any Federal taxation on earnings, 
below $5,000 a year for a period of 5 years? 

This will provide the vehicle to (a) build a cushion for future expansion; (b) 
weather his economic predicament during the trial period when many small 
enterprises are forced into liquidation or bankruptcy. 

At present, increased costs and increased taxation have placed the small 
store owner in a situation which makes it impossible for him to expand. He is 
neither compensated properly for his 14 to 16 hours of labor per day, nor is he 
enabled to develop a larger business. He is obliged merely to struggle on from 
day to day and receive as compensation for both his time, effort, and investment, 
an absolute minimum of return and frequently, is even faced with business 
suicide. 

The survival of the wholesale tobacco distributor depends on the survival 
of the retail outlet. It is thus difficult to condone a system of Federal taxation 
which leads to the strangulation of many of these small-business men. 

We ask this committee to consider the impact of the present taxation on the 
smallest and most important unit of the American economy—the retail outlet— 
the well-known corner store. 

We are intensely concerned with the prospects of present and future small 
merchants. Even prior to the World War II, the rate of business mortality 
among retailers was alarmingly high. To strive for a reduction in the number 
of failures of small-business men in a maner paralleling the work of the United 
States Public Health Service in improving the health of the ciitzenry is, we feel, 
a proper function of Government. 

We urge the subcommittee of the House Select Committee on Small Business 
to give serious consideration to the tax situation as it affects so vital a segment 
of our Nation as the small-business man. Their importance to the preserva- 
tion of our Democratic system cannot be minimized and any condition which 
makes it more difficult for them to remain in business should not be perpetuated. 


ASSOCIATED INDUSTRIES OF MASSACHUSETTS, 
Boston, May 14, 19538. 
Mr. JoHN J. PHELAN, Jr., 
Executive Director, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington, D. C. 

Deak Mr. PHELAN: This complies with Mr. Horace Seely-Brown, Jr.’s, request 
that we file a statement regarding the effects of the excess-profits tax on small 
business in Massachusetts. 

The Associated Industries of Massachusetts, representing 2,000 Bay State 
manufacturers with approximately 85 percent of the industrial payroll of the 
State, surveyed its membership in March 1953 on the effects of the excess- 
profits tax on their operations, their plans for expansion, and their capacity 
to provide new jobs. The tabulation of the replies gives unmistakable evidence 
that the Federal excess-profits tax is preventing the expansion of small industry 
in Massachusetts, hurting the State’s chances for industrial growth, and shutting 
off new jobs for workers. 

Ninety percent of the companies who reported that they pay an excess-profits 
tax stated that the tax hampered their operations. Fifty percent of that group 
reported that company growth and general plans for expansion were severely 
retarded. Another 15 percent reported that they have been forced to postpone, 
or, in some instances, cancel the purchase of new equipment, while another 9 
percent reported that the tax has resulted in postponement or abandonment of 
plans for new factory buildings. 

The largest percentage of surveyed companies paying the excess-profits tax 
were in the firms employing less than 500, which, according to the official Govern- 
ment definition, is small business. The AIM survey showed that 79 percent of 
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those paying tax were in this group, while 27 percent of these small manu- 
facturers employ less than 100. 

The four groups in this State that have felt the greatest adverse effect of the 
tax are the metalworking, electronics, machinery, and paper industries. 

The companies that have been hardest hit in Massachusetts are the younger 
companies, who were doing a lot of research and development of new products 
during the base period, and many older and established companies who had low 
earnings during the period selected. The combined effect of the tax on these 
two groups has meant fewer new jobs for Massachusetts citizens and lesser taxes 
for local communities, as well as the State. 

As they head into real competitive sales markets, the Massachusetts compa- 
nies should be spending money on new machines and equipment and for new 
factory additions which would mean job security for those already working and 
new job opportunities for those in the labor market. Instead it is found this 
money being siphoned right out of Massachusetts and jeopardizing the future 
of the industrial economy. 

The following are some typical reports of Massachusetts businessmen on the 
effects of the excess-profits tax : 

An Attleboro company: “We have had plant expansion in mind for some time, 
but have not gone ahead with it on account of the present tax.” 

A Cambridge company: “We have had ground for a new plant for nearly 2 
years but have hesitated to commit ourselves for the indicated expansion until 
we could see some relief from the tax burden.” 

A Worcester company: “This company planned to build another building a 
year ago for expansion purposes, but for several years we have been in the excess- 
profits bracket. The need for increased capital to operate a business on a normal 
basis today is far greater than it was a few years ago and with the extremely 
high excess-profits taxes we have been forced to pay, we have not felt it was the 
opportune time to expand with new buildings.” 

A Middlesex County manufacturer: “The excess-profits tax has eliminated 
funds which we could have used to good advantage for plant expansion, thus 
increasing our defense production and providing employment for 100 to 150 addi- 
tional employees. This would have increased our production for the defense 
effort by 25 to 3344 percent.” 

An Essex County manufacturer: “Had it not been for the excess-profits tax, 
we would have increased our new plant by another 25 percent and possibly 50 
percent with all that such an increase means insofar as additional jobs and addi- 
tional spending are concerned.” 

A Waltham company: “It has limited our ability to expand our production 
facilities because of the drain on our working capital. It has also hindered our 
ability to raise equity capital and has forced us into debt financing to cover our 
needs.” 

A western Massachusetts manufacturer: “The loss of the tax money causes us 
to cut back our budget for new equipment, but more outstanding than this, with 
plant expansion ideas that will make more jobs, anyone must realize that this 
tax is a definite deterrent.” 

A New Bedford company : “The excess-profits tax has without question affected 
our plans for expansion.” 

A southeastern Massachusetts company: “It has kept our cash so low that we 
have not been able to improve our buildings or add new equipment as we should.” 

A Boston concern: “The net after taxes is wholly inadequate to provide ex- 
pansion in our business where obsolescence of product design is a primary factor 
and where there is a continued demand for new special machinery to accommo- 
date new designs.” 

An Essex County firm: “The excess-profits tax has adversely affected our busi- 
ness and plans for plant expansion to a marked extent. If this tax were elim- 
inated, it would enable us to allot several thousands of dollars for improvements 
and expansions.” 

A Hampden County manufacturer: “This company has had to refuse business 
due to lack of funds for much needed plant expansion.” 

A Worcester County manufacturer: “With a company like ours, struggling to 
get a foothold and hoping to expand, the tax is almost paralyzing.” 

A Lawrence company: “Some time ago, this company came forth with a plan 
for much needed plant expansion, but the effect of the excess-profits tax was a 
major factor in our decision to postpone this program indefinitely.” 
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The completed survey is in the office of Congressman John W. Heselton in the 
House Office Building, Washington, and can be used for further study if the 
Select Committee on Small Business so desires. 

Respectfully submitted. 


Roy F. WILLIAMS, 
Ezvecutive Vice President 


STATEMENT SuRMITTED BY C. A. MILLER, VICE PRESIDENT AND GENERAL COUNSEL 
THE AMERICAN SHorT LINE RAILROAD ASSOCIATION, WASHINGTON, D. C. 


The members of the American Short Line Railroad Association appreciate the 
opportunity of expressing their views with respect to the effect of the present tax 
structure on the small-business community. 

The American Short Line Railroad Association is a voluntary, unincorporated, 
nonprofit association, with offices at 2000 Massachusetts Avenue NW., Washing- 
ton 6, D. ©. The association has 308 members. The association has been in 
existence for 40 years. 

The members of the association are common carriers by railroad engaged in 
interstate commerce, subject to the Interstate Commerce Act and related acts 
and to the jurisdiction of the Interstate Commerce Commission. Many of its 
members have gross annual revenues of less than $100,000 each. The majority 
of its members have gross annual revenues of less than $1 million each. Some of 
its larger members, of course, have gross annual revenues in excess of $1 million. 
It will be noted, therefore, that the majority of the members of the association 
as individual railroads come properly within the small-business classification. 

Since each member of the association is an integral part of a regulated industry, 
rates and charges cannot be increased to meet increased expenses as may be done 
by the ordinary nonregulated commercial enterprises. In practically every in- 
stance where there is a sharp rise in operating costs due to increased prices of 
materials and supplies and to increases in wages, these railroads must spend a 
great deal of additional money before they can obtain compensating additional 
income, due to the fact that there is a considerable time lag in obtaining the 
necessary rate increase approval from the Interstate Commerce Commission. 
Therefore, these small lines of railroad must have an adequate amount of work- 
ing capital to enable them to stay in business and render service to shippers and 
receivers of freight served by them. During the past 2 decades the tax burdens 
on these railroads in common with other industry, have so greatly increased 
that many of them have not been able to retain enough of their earnings to enable 
them to have a satisfactory amount of working capital. 

The members of this association have found the so-called excess-profits taxes 
to be onerous and unnecessarily so. The naming of that tax as an “excess-profits” 
tax gives the uninformed public the impression that the tax is applied to excess 
profits, and this is not, in truth, the fact. The so-called excess-profits tax has 
also prevented many of the smaller railroads, properly within the scope of small 
business, from expanding and developing their facilities for public service us 
should have been done. The shippers and receivers of freight served by these 
carriers have, therefore, been denied improvements in service which might otber- 
wise have been afforded them. 

The members of this association all recognize, of course, the necessity for taxes 
in order to meet the staggering burdens of the Government. However, it is their 
view that the excess-profits tax law should be allowed to die on the present 
expiration date of June 30, 1958. Taxwise, the elimination of the excess-profits 
tax will, it is believed, do more for small businesses than any other one thing 
that the Federal Government can do. 

Another forward step would be the elimination (repeal) of the Federal tax 
on the transportation of persons and property. This has been proposed in various 
bills introduced in the Congress from time to time but, unfortunately, the House 
Committee on Ways and Means has not seen fit to give the subject the attention 
it deserves. 

Since your inquiry is restricted to the effect of the present tax structure on 
the small business community, it would be inappropriate to discuss other things 
that may well be done in the interest of small business. 

Your committee’s sympathetic attention to the suggestions herein presented 
will, of course, be greatly appreciated by the association and its individual 
members. 
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THe Baras COLLET MANUFACTURING Co., 
Cleveland 14, Ohio, May 14, 1958. 
Representative Horace Srery-Brown, Jr., 
Chairman, Subcommittee No. 2, 
Select Committee on Small Business, 
House Office Building, Washington 25, D. C. 

Hon. SEELY-Brown: Never having had the experience before of filing a brief 
or a statement to a congressional committee, I am going to compose this state- 
ment in the form in which I would like to receive it were it coming to me, and 
I hope that it will be in acceptable form to your committee. 

First, I would like to know who is my witness and what is his background. 

Second, what has he got to say about the subject of taxation as it applies to 
small business and incentive? 

Third, what does he suggest as a remedy? 

With your patient indulgence, I will proceed in the order outlined above. 

My name is John R. Cox. I have resided in Cleveland, Ohio, practically all 
my life—56 years. 

My education comprised 8 grades in grammar school, 2 years technical high 
school, 4 years machinist apprenticeship at the Warner-Swasey Co. 

From 1919 to 1920 I was superintendent for the Kunkle Valve Co., Fort Wayne, 
Ind., employing approximately 250 men. 

In 1920 and 1921 I was general foreman at Foster Machine Co., Elkhart, Ind., 
employing approximately 1,100. . 

In 1921 I started the Cleveland Piston & Manufacturing Co. in Cleveland, Ohio, 
with $1,800 capital, and in 1929 sold this company to Thompson Products, Inc., 
Cleveland, for $350,000. 

In 1932 I went broke in the stock market. 

From 1933 to 1939 I was vice president in charge of manufacturing for 
Thompson Products, then employing about 4,000 people, salary approximately 
$30,000. 

From 1939 to 1944 I was vice president and general manager for Weatherhead 
Co., Cleveland, Ohio, employing 4,400 people, salary $70,000. 

In 1944 I went into the present business, condensed operating statement at- 
tached hereto. 

During the year 1950, did some consulting work at Mueller Brass Co., Port 
Huron, Mich., and was paid at the rate of $80,000 for the year. 

I am citing the facts presented above, not in a proud or boastful manner, but 
to indicate that I must have some organizing ability, and I am sure that I have 
mechanical ingenuity. 

If you will refer to the condensed operating statement of our present partner- 
ship for the year 1953 you will see that we are operating the plant which we 
own and which represents our savings, for the benefit of the United States 
Government. 

During the year 1952, in spite of the fact that we owned the plant and did 
approximately $1,400,000 worth of business and worked very hard—Uncle Sam 
obtained $320,261 in taxes as a result of our ingenuity and effort. Each partner 
was able to take home and use for his personal needs $19,094.03. 

Uncle Sam is not paying us enough to run our collect business for him. 

We have every opportunity and ability and finances to expand our plant 
many times, but to do so would only increase our business hazards and physical 
strain on us, without holding forth an adequate reward for the increased effort. 
In other words, we could very easily make more things and create more jobs, 
but there is not sufficient inducement to do so. 

The decline in the purchasing power of the dollar, plus the Treasury Depart- 
ment’s policy of fixing percentages of depreciation, make it mandatory that part 
of our profits make up the deficit between the depreciation we can legally take 
and what new equipment costs us in today’s market, for example: 

During the year portrayed above, I will mention only three of the pieces of 
equipment which it was necessary to replace in order to keep our machinery 
in adequate operating condition : 

One 5-inch cone automatic screw machine, cost $20,000 in 1942; $39,304.40 in 
1952. 

One 3%-inch cone automatic screw machine, cost $18,650 in 1942; $34,261.40 
in 1952. 

One 2-A Warner-Swasey turret lathe, cost $7,730 in 1942; $22,819.75 in 1952. 

On the above 3 machines, we recovered $46,380 in depreciation, but it cost us 
$50,005.55 in addition, out of our own pocket to replace them when they wore out. 
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We have decided on a policy of not expanding for two reasons—the first one 
already mentioned, the second is that if we expand on the profit we have left, 
we would have to quit eating, and this procedure does not seem wise to us, 
There just is no profit left to plow back into business. 

Most men who by virtue of some peculiar skill or business drive were able 
to create a sizable fortune during their lifetime, put it to the service of humanity 
in a commendable fashion. No wealthy man ever destroyed his heritage nor 
did he take it with him when he died. 

Henry Ford’s savings left the Ford Motor Car Co. with its 140,000 jobs for 
people, and a fine, cheap product for the country. 

The savings of other people remain in the form of streets, buildings, highways, 
bridges, and railroads that the coming generations will use and enjoy. 

It should again be made possible for people with skill and ability to build 
and compound and save, so that the future generations may inherit the legacy 
such as has been created and left to us during the preceding 35 years. 

Our present system of taxation denies the opportunity to amass capital, with- 
out which industry cannot be built. 

Our present system destroys the initiative to work hard and risk savings, 
without which industry cannot flourish. 

I am attaching herewith a plan of incentive taxation that I believe has some 
merit. 

The writer will gladly come to Washington at his own expense, if your com- 
mittee feels that such a visit should contribute anything. 

Respectfully yours, 
JOHN R. Cox. 


PRESENTED TO THE MEMBERS OF THE NATIONAL SCREW MACHINE PRODUCTS 
ASSOCIATION, APRIL 23, 1953 


I would like to submit a basic idea for a method of incentive taxation. Our 
present system of taxation is a penalty system. Constantly diminishing rewards 
are yours for increased effort and greater risk. 

In addition to any horizontal or percentagewise reductions in Federal taxes, 
I would like to see a tax law embodying the following idea : 

Any employer of labor collecting and reporting withholding taxes may deduct 
from its taxable profit $300 per worker per fiscal year provided one-half ($150) 
of this tax credit has been reinvested in capital assets during the tax year. 

If said employer has invested a sum of less than $150 per worker per year 
into capital assets, he shall be limited to a tax deduction of only one-half of $300 
or $150 per employee per tax year. 

Let us look at the record of “plowed in” profits and what the reinvestment of 
profits in industry did for our économy between the years 1914 and 1947. 

During this 33 year period, average profits plowed back into manufacturing 
facilities amount to $142 per employee. If each employee had been paid the 
$142 instead of reinvesting it, their annual income would have been increased 
only 18 percent. 

By the reinvestment of this money ($142 per year per employee) industry 
has increased its employees’ real income 106 percent, or approximately 6 times 
as much gain as would have been the case had the $142 gone into each yearly pay 
envelope. 

Due to the increased productivity, the 1947 wage dollar bought 161 percent 
more goods than the 1914 dollar. During this period the productivity increase 
due to the increased improvement in facilities was almost exactly the amount 
of the gain in the wage dollar, 161 percent. 

In the year 1947 manufacturing corporations paid an average Federal income 
tax alone of $500 per worker in that 1 year. This was over 3 times the amount 
of the plowed back profit. Taxes paid today are far greater per worker. 

With income taxes being so high during the last few years as to restrict 
initiative and expansion of industry, a plan such as I propose would tend to 
force approximately 7 billion additional dollars into factory improvement each 
year, or about 10 percent of the current tax take. My plan would: 

(1) Improve the purchasing power of the dollar by producing goods cheaper ; 

(2) Provide full employment by financially rewarding those who create jobs 
for others; 

(3) Increase the real income of all employees and employers by encouraging 
greater production of things; 
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(4) Keep the capital goods industries more uniformly busy—by encouraging 
increased purchase of more efficient production equipment ; 

(5) Keep the arsenal of democracy better equipped to meet national emer- 
gencies ; 

(6) Provide a greater tax at lower rates of taxation by increasing the amount 
of reported taxable income ; 

(7) Be used as a means of regulating business activity by simply increasing 
or decreasing the employers tax credit. 

My plan has the advantage of being all-inclusive. It benefits every employer 
from General Motors to the housewife who employs a maid and files withholding 
tax reports on her 1 employee, the corner filling station with 3 men, or the 
butcher, the baker, the candlestickmaker, and all of their customers. 

No one will get hurt. Not even the collector of internal revenue. 

Allen Rucker, noted economist of Cambridge, Mass., estimates that if 30 per- 
cent of the present Federal tax take were annually reinvested in business ex- 
pansion and improved facilities, the resulting increase in output and taxable 
revenue would entirely wipe out the Federal deficit in 3 years. 

Respectfully submitted, 
JOHN R. Cox. 


Balas Collet Manufacturing Co.—Operating statement (simplified)—fiscal year 
ending Jan. 31, 1953 


ES ee tiditetien pa SH Ry 
Income withholding tax taken by United 
States of America_- $105, 261. 24 
Paid out for wages, salaries, 
and commissions__...._~ $700, 614. 14 
All other expenses____--_~-~-~ 352, 476. 62 


Totel: epenseGe isis Soe we __ 1,053, 090. 76 


Partners income before tax_...-.~-__~- 346, 231. 00 
Less : Income tax paid by partners_-__- 215, 000. 00 215, 000. 00 
Amount of profit necessary to reinvest in 

fixed assets to keep plant running, in 

excess of depreciation allowance 54, 855. 00 


Balance to be divided among part- 
76, 376. 00 
Average income per partner 19, 094. 03 


Total United States of America tax take 320, 261. 24 


STATEMENT OF ALUMINUM EXtTRUDERS CoUNCIL, WASHINGTON, D. C., on PRIMARY 
METAL PRODUCTION PROGRAM AS RELATED TO THE NONINTEGRATED INDEPENDENT 
FABRICATOR 


This brief is presented by the Aluminum Extruders Council, an organization 
of independent nonintegrated extruders of aluminum, on behalf of and for all 
independent and nonintegrated producers and fabricators of aluminum who 
are entitled to participate in the Defense Production Act of 1950 (Public Law 
774, 8ist Cong.), Primary Products Expansion Act, section A, article III. 


RECOM MENDATIONS 


We respectfully recommend the following proposals be given due consideration : 
1. That an agency be established, under supervision of the Office of De- 
fense Mobilization or the General Services Administration, to administer 
the available metal supply resulting from the expanded primary metal 
facilities. 

2. That Government limit the delivery of aluminum from expanded pri- 
mary production facilities so as to assure the availability under the expan- 
sion contracts of at least 125 million pounds of primary metal per quarter 
to independent fabricators commencing with July 1, 1953. 
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3. That the nonintegrated fabricator be consulted prior to decisions af- 
fecting the availability of primary metal to nonintegrated fabricators. 
4. That Government continue aid in form of subsidy to high-cost produc- 
tion of primary metal. 
These recommendations are supported by the following discussion on condi- 
tions as they presently exist: 


I, EFFECT OF DECONTROL—-THIRD AND FOURTH QUARTERS, 1953 


The position of the independent fabricator relative to the third and fourth 
quarters, 1953 supply is critical. This is due to: 


A. Reduced aluminum supply 


The decontrol program for aluminum, which took effect in the second quarter 
1953 by “open ending,” did not provide any relief to independents. Although 
metal production in the second quarter 1953 was anticipated to be the largest 
in aluminum history, the independent fabricator could not place firm orders for 
more than his controlled allotment, which represented a maximum of 70 percent 
of his production capacity. The third and fourth quarter 1953 supplies are 
expected to decrease about 5 percent, obviously creating a further tightening 
of metal supply. 


B. Increased Government claims for stockpiling 

Any increase in the stockpiling program, until the metal supply becomes more 
closely balanced, will further dislocate metal availability for independents. To 
ease an acute situation, the stockpile take should be reduced. 


0. Producers minimizing supply available to independents 


With the termination of the Government's authority for the distribution of 
aluminum, the integrated producers proceeded to minimize the available pri- 
mary metal supply to the nonintegrated producers or fabricators by using maxi- 
mum primary metal supplies for their own operations. Recent attempts by non- 
integrated producers to place orders with the integrated producers for the third 
and fourth iyiarters, 1953, indicate that the nonintegrated producer or fabricator 
will receive substantially less in the third quarter 1953 than in the second quar 
ter 1953. 

Independents received 165 million pounds in the second quarter 1953 under 
the National Production Authority controls when usage was restricted to less 
than 70 percent of base period. Normal usage would have brought this quan- 
tity to more than 200 mililon pounds. With many new fabricators entering the 
aluminum industry, minimum requirements for the independent’s continued via- 
bility in the third and fourth quarters, 1953, is 170 million pounds per quarter. 

During the second quarter, 1953, domestic producers provided about 100 mil- 
lion pounds to fabricators; and imports (Canada) provided the balance, ap- 
proximately 65 million pounds. Present reports indicate that Canada will pro- 
vide a total of 45 million pounds of aluminum to the United States in each of the 
third and fourth quarters, 1953, not all of which may be delivered to independ- 
ents. This leaves a balance of at least 125 million pounds which must be sup- 
plied by the domestic producers. 

Under its present plan for increased stockpile deliveries in the third quarter 
and again in the fourth quarter, the Government leaves only negligible quan- 
tities to be made available to independents under the contracts. Inasmuch as the 
domestic producers have stated (at a meeting of the Prime Aluminum Products 
Industry Advisory Committee) that they intend to supply less in the third quar- 
ter 1953 than the 100 million pounds supplied in the second quarter 1953, the very 
existence of the independent fabricator is threatened. 

In light of the foregoing, the Government must use its powers under the ex- 
pansion contracts to assure a supply of primary metal to nonintegrated fabri- 
cators sufficient to enable such firms to continue their economic existence. The 
stockpile deliveries required of the producers by the Government under the con- 
tracts must be so calculated as to provide this minimum quantity for noninte- 
grated producers. The responsibility for properly administering such a policy 
logically falls within the jurisdiction of the Office of Defense Mobilization or 
the General Services Administration. 


D. Sustained demand for aluminum use 


It was expected with decontrol that public demand would ease and backlogs 
dissipate. To the contrary, public acceptance of aluminum in all its uses has not 
only prevented any dissipation, but has steadily increased the demand. The 
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estimated backlog of demand has increased approximately 35 percent since a year 
ago. 

Metal must be made available to decrease this backlog and ease the acute 
supply situation. 
H. New nonintegrated producers 

The problem of metal supply for nonintegrated users becomes more and 
more acute because of new entrants in the field of aluminum fabrication. 

Under the National Production Authority controls, Government discouraged 
new entrants into the aluminum industry due to the shortage of suppl) rhe 
advent of decontrol on civilian use implied encouragement to newcomers \s 
a result, new facilities were erected at great expense for operation in the third 
quarter 1953, and new fabricators now are seeking to participate in this supply 

Government must not close the door to new nonintegrated producers. Gov- 
ernment must not retard a fast growing industry. Finally, Government must not 
block and make difficult the growth of free enterprise. 


II. THE EXPANSION PROGRAM AS IT RELATES TO NONINTEGRATED PRODUCERS 


The Defense Production Act created a program of expanded aluminum produc- 
tion. Government’s intention was twofold: (1) To take care of our defense and 
stockpile needs; and (2) enable nonintegrated fabricators to equitably share in 
the added primary metal supply. 

It is well known that the increase of fabricating facilities of the integrated 
operator has reduced available supplies to the nohintegrated fabricator. To 
partially cure this situation, Government definitely intended that the noninte- 
grated fabricator be afforded some protection. 

Government, cognizant of a situation that is becoming more and more acute 
for the nonintegrated fabricator, took definite action to encourage an industry 
vital to our national economy. Steps were taken and were spelled out in the 
contracts consummated between the General Services Administration and the 
primary producers for expansion of primary metal facilities. 

To induce the primary producers to create additional primary metal facilities, 
special concessions were made by Government. Important among these benefits 
were: (1) Rapid tax amortization; (2) guaranteed market by Government 
purchase. 

To provide an equitable share for nonintegrated fabricator participation, the 
Government created clauses in the contracts obligating producers to furnish 
6624 percent of the first 5 years’ output to independents, after deducting the 
Government’s required deliveries to stockpile. For the next 15 years’ produc- 
tion, 25 percent must be offered to independents. 

The independent fabricator viewed this action by Government as strong en 
couragement to forge ahead in a new industry. It practically assured the 
independent fabricator that he would participate in a metal supply that would be 
ample. It is important to note here that the independent fabricator can only 
participate in this metal supply during the next few years to the extent that 
Government limits its stockpile take. 

The expansion program, in its first and second phases, is expected to become 
completely productive by mid-1954. For the third quarter 1953, however, the 
expanded facilities will produce about 200 million pounds. Of this amount, 
6624 percent, or 133 million pounds, must be offered to nonintegrated fabricators 
after deducting the requirements for stockpiling. The primary producers can 
claim one-third of this production, or the equivalent of 67 million pounds. 

For the year 1954, it is expected that the expanded facilities will increase 
their production by 10 percent per quarter, permitting significant increases for 
delivery to both stockpile and nonintegrated fabricators. 


III. THE IMPLIED RESPONSIBILITY OF GOVERNMENT TO THE NONINTEGRATED PRODUCEB 
(INDEPENDENT FABRICATOR) 


The Government, through the General Services Administration, requires offer- 
ings of primary metal to be made by the primary producers to the independent 
fabricators from their expanded facilities. The administration of these offerings 
however, may also be within the Office of Defense Mobilization as these are 
offerings of a strategic metal. Furthermore, this procedure is a part of our 
Defense Production Act. 

Reference is made to article III, section 2, item C (enforcement by the Govern- 
ment), in which it it stated: “Only Government may enforce this provision 
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and no third party shall have any right whatever to enforce this provision, either 
in its own right or by derivative right by Government.” 

The independent fabricator, without any question, is a third party to these 
contracts. 

The independent fabricator has a vital interest in the availability of this ex- 
panded primary metal supply. Accordingly, if there is no remedy under the 
existing provisions in these contracts, Government has the implied obligation 
to act on behalf of the independent fabricators by assuming the responsibility 
for the administration of this provision. 


IV. NEED TO KEEP FABRICATING FACILITIES ALIVE 


The fabricating facilities of the aluminum industry are vital to our defense 
needs. 

An extrusion press, a sheet mill, a smelting unit, a foundry—all of these are 
important segments of needed capacities to complement our defense program. 
From the small extrusion press which fabricates parts for guided missiles and 
the AEC program, to the heavy press which fabricates shapes for the Air Force 
all are needed now and are necessary links in our production line for our Nation’s 
defense. 

Many of these small plants do not at present participate heavily in the defense 
program. This is due to current specifications for fabrication which require 
hard alloys. Yet these plants will be necessary in an all-out effort. In limited 
mobilization periods, these plants aid in keeping our economy stabilized. 

To enable these small plants to keep operating, their source of supply must 
be relatively constant. This can be done by assuring an adequate metal supply 
available to all independent fabricators. 


Vv. SUPPORT OF HIGH COST PRIMARY PRODUCTION 


During controls, Government requirements were met by production from pre- 
Korea facilities and the post-Korea expansion facilities. 

Agreements were made with the primary producers to maintain maximum 
production. These agreements resulted, in some instances, in the form of ad- 
justments for increased costs. To abandon this subsidized production will not 
increase primary production. 

In light of the present tight aluminum supply, this subsidized support should 
be continued until the present supply situation becomes balanced. 


VI. NEED FOR STATISTICAL INFORMATION 


This new phase of supply for the aluminum industry requires some detailed 
information to assess the effects of the contracts on the different segments of the 
industry and to assure compliance with the contracts. We suggest that an 
agency, under the Office of Defense Mobilization or the General Services Admin- 
istration, compile adequate statistical information and make such information 
available, at stated intervals, to the independent fabricators. 

The aluminum industry should not be retarded in its growth. From the 
primary producer to the housewife who uses aluminum foil, any action taken by 
Government to make aluminum in all its forms available to the consuming pub- 
lic will not only aid in the growth of a vital industry, but will add to our national 
economy. 

We do not ask for price control and wage control—we know and understand 
that under free enterprise and open markets, prices and wages will seek their 
own levels. What we do ask for, in light of the facts recited herein, is assistance 
in obtaining production materials, which the Government has already recognized 
to be necessary, so that the independent nonintegrated fabricator of aluminum 
may be permitted to exist without undue hardship and operate in a normal 
manner. 

Respectfully submitted. 

PHILLIP LEMELMAN, 
General Counsel. 
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STATEMENT OF FREDERICK A. VIRKUS, CHAIRMAN CONFERENCE OF AMERICAN SMALL 
BUSINESS ORGANIZATIONS 


Gentlemen, my name is Frederick A. Virkus. I am president of the Virkus Co., 
publishers of reference books, but I am here as the chairman of the Conference 
of American Small Business Organizations, with he: adquarters in Chicago. 

I appreciate this opportunity of appearing before you on the s ubject of taxa- 
tion, which is one of the most vitally import nt matters with which every small- 
business man has to contend at this t me, because taxation has about reached 
the point of the difference between remaining in business and going out of busi- 
ness, and, we believe, the point of diminishing returns to the Government. 

I wish to explain that the Conference of American Small Business Organiza 
tions was organized at the suggestion of members of the Senate Small Business 
Committee when I was called before that committee on December 18, 1941 (11 
days after Pearl Harbor), to testify on how best to harness small manufacturers 
into war production. 

It was stated that the deliberations and recommendations of representatives 
of existing trade associations, chambers of commerce, and other business organ 
izations, as well as individual concerns throughout the country, acting as a unit, 
would serve as a guide to congressional committees and administrative agencies 
in matters affecting our overall economy. 

The witnesses appearing before the Senate Small Business Committee at that , 
time were thereupon called into a meeting and this conference was organized. 
At the present time it represents more than one-half of the 447 different lines 
of trade, commerce, industry, building, and finance in the United States. It 
has since held 14 national sessions and the report of proceedings of each session 
has been submitted to every Member of the Senate and House and to all Govern 
ment agencies. 

In considering the effect of taxation on our economy we have been mindful of 
the fact that there have been about as many different tax plans advanced, some 
of them as panaceas for all the tax evils, as there are experts to draft them. 
We are not tax specialists, nor do we offer the final solution. We know only 
which kind of taxes, and what rates of taxation, most adversely affect small 
business, and in this presentation we will confine ourselves to these fundamentals. 

Because it has a bearing on taxation, we wish to insert here a tabulation of 
answers to questions asked in a national survey conducted by this conference, in 
which we asked overall small business the following: What are the principal 
problems of small business? The answers in point of frequency were: 

(a) Inability to retain sufficient earnings to plow back for replacements and 
expansion and as a cushion for unprofitable periods. 

(b) Government subsidized competition 

(c) Difficulty in borrowing long-term capital. 

May I state here, that no segment of the American people are more keenly 
aware of the necessity for heavy taxation during war emergencies, and none 
are more patriotically willing to pay the costs of war, than are the small- 
business men of America. But we believe that the Federal Government is making 
this a greater burden than is necessary without commensurate gain in tax 
receipts. 

Government wants taxes from business but at the same time has invested 
approximately twenty-seven billions in tax-free agencies, bureaus, or corporations 
in direct competition with business, ranging from hydroelectric plants to roasting 
green coffee beans and about everything conceivable between these. 

If these Government operations were liquidated, or sold to private corpora- 
tions, it would: 

1. Reduce the public debt by the billions realized through the sale to pri- 
vate interests. 

Eliminate the interest on these twenty-seven billions of public invest- 
ments, amounting to about five hundred millions annually. 

8. Reduce the Federal payrolls by about one-half million employees who 
are now badly required by private business outside of Washington. 

4. Reduce the civilian part of the Federal budget by almost one-fourth. 

5. Make possible the reduction of individual and corporation income taxes 
as provided for in House bill No. 1. 

Increase the tax receipts of the Government by from one to three bil- 
lions annually from private corporations, supplanting Government Ccorpora- 
tions, as provided in House Joint Resolution 184. 

7. Cut the Federal Government down to size and legitimate functions, 


84375—53——- 25 
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The fact is that Government competition affects a large percentage of manu- 
facturing, commerce, banking, housing, transportation, and public services. To 
eliminate the Federal Government as a competitor would be the greatest boon 
Congress could bestow upon free, independent, taxpaying enterprise. 

In short, here is where the greatest amount of fat can be fried out of waste, 
the Federal payrolls, and the bureaucratic gravy train if Congress and the admin- 
istration sincerely want to balance the budget and cut taxes. All the foregoing 
may be summarized in this one sentence: 

Get Government out of competition with private business and let the four- 
million-odd small-business concerns keep enough of their earnings to provide for 
capital reserves and for maintenance of equipment. 

In the 14th national session of the Conference of American Small Business Or- 
ganizations, held in Washington, March 23, 24, and 25, 1953, a resolution on taxa- 
tion was adopted which I should like to introduce into the record as part of my 
testimony. 


1. TAXATION 


Your committee on taxation of the 14th national session of the Conference of 
American Small Business Organizations, assembled in Washington, D. C., March 


23, 24, and 25, 1953, submits the following resolution as the deliberated opinion 
on taxation of representatives of overall small business in America. 


PREAMBLE 


We feel strongly that it is in the best interests of the welfare and prosperity 
of the people of the United States of America that taxes on the earnings of our 
people should be substantially reduced and the national budget balanced in the 
interest of a sound and healthy economy. 


PART 1. REPEAL OF 16TH AMENDMENT 


Whereas taxation of incomes under provisions of the 16th amendment to the 
Constitution of the United States has increased to a point which threatens the 
destruction of private enterprise and personal freedom ; and 

Whereas it has become apparent that by the exercise of the unlimited power 
of taxation of incomes all guaranties of personal freedom otherwise granted by 
the Constitution may be nullified and complete state socialism or dictatorship 
achieved ; and 

Whereas the destruction of constitutional government by abuse of the power 
of taxation is the most immediate and pressing danger confronting this 
country ; and 

Whereas in recognition of this danger, and default of action by Congress, more 
than one-half of the sovereign States have already acted to call a constitutional 
convention for the purpose of limiting the power of Congress to tax incomes: 
Now, therefore, be it 

Resolved, That this conference urges upon the Congress the immediate consid- 
eration and adoption of an appropriate resolution looking to amendment of the 
Constitution by repeal of the 16th amendment and replacement thereof by pro- 
vision strictly limiting the power of taxation of incomes to not more than 25 
percent thereof, except in the event of war. 


PART 2, EXCESS PROFITS TAX 
Resolved, That this conference urgently recommends that no action be taken 


by Congress looking to the extension or reenactment of the excess profits tax 
beyond June 30, 1953. 


PART 3. DOUBLE TAXATION 


Resolved, That double taxation on corporations, resulting from the taxation of 
dividend income, should be abolished. 


PART 4, SOCIAL SECURITY 
Resolved, That this conference opposes extension of social-security laws to 


cover persons and occupations not now covered, and opposes any increase in 
present rates of taxation under this law. 
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PART 5. TAX-EXEMPT ORGANIZATIONS 


Administration leaders are hesitating to approve a highly needed reduction in 
individual income taxes for fear that possible reductions in Federal expenditures 
during the current fiscal year will not justify such a tax cut. 

The Conference of American Small Business Organizations, assembled in 
Washington, D. C., in annual meeting, calls attention to a practically untouched 
source of revenue which, if immediately subjected to Federal income tax by the 
Congress, would make up substantially any temporary loss of Treasury receipts 
which might be occasioned by adoption of the individual tax reduction proposed 
in H. R. 1. 

A recent estimate by the staff of the congressional Joint Committee on Internal 
Revenue Taxation states that adoption of the Mason bill—now H. R. 1559—which 
proposes full Federal taxation of the earnings of building and loan associations, 
mutual savings banks, cooperatives of all kinds, credit unions, mutual fire and 
casualty insurance companies, and other mutual businesses which are in direct 
competition with taxpaying businesses, would produce annual revenue of at least 
$800 million in addition to whatever amounts may result from the minimum 
taxation of some of these groups under the 1951 Revenue Act: Be it therefore 

Resolved, That the Conference of American Small Business Organizations call 
upon the 88d Congress to adopt legislation, preferably H. R. 1559, to impose full 
Federal income tax upon all tax-exeinpt businesses which are in competition 
with taxpaying businesses and individuals; and be it further 

Resolved, That the conference and its members call upon the Secretary of the 
Treasury, the Director of the Budget, and others in executive authority to urge 
such action upon the 83d Congress, to the end that individual income taxes may 
be reduced not later than June 30, 1953 ; be it further 

Resolved, That widespread publicity be given to this action of the conference, 
to the end that all taxpayers throughout the United States may join in a great 
public demand that the 83d Congress immediately consider and adopt suitable 
legislation to give relief to overburdened taxpayers and to impose Federal income 
tax upon those businesses that are now inadequately taxed. 


PART 6. REDUCTION OF INCOME TAX 


Whereas the present administration has repeatedly promised the people of the 
Nation prompt tax relief; and 

Whereas the Reed bill now before Congress is to some extent a fulfillment of 
this promise: Now, therefore, be it 

Resolved, That the 14th national session of the Conference of American Small 
Business Organizations go on record as urging the immediate passage of the 
Reed bill. 


PART 7. NUISANCE TAXES 


Whereas the collection of the 20-percent tax on cosmetics, luggage, etc., is 
especially burdensome and frequently requires extra help because of the variety 
of goods and changing prices and extra work involved; and 

Whereas the turnover of employees in a retail establishment makes it impos- 
sible to maintain a proper collection of these “nuisance” taxes with resulting 
liability on the retailer and monetary loss to the Government; and 

Whereas the manufacturer is in a position to collect these taxes with a mini- 
mum of confusion and loss: Therefore be it 

Resolved, That the Government should collect these taxes at the manufac- 
turers’ level. 

PART 8. SALES TAX 


Whereas Congress mzy consider legislation enacting a general national sales 
tax; and 

Whereas many States and municipal governments are already dependent to 
some degree upon revenues derived from sales taxes: It is 

Resolved, That this conference go on record as opposing any and all legislation 
which would enact any national sales tax. 

Implementing these proposals, the conference submits the following program: 

(1) Allow a credit to individual stockholders in their personal returns for the 
tax paid by the corporation. 

The double taxation of corporation income unfairly discriminates against 
stockholders compared to bondholders. It discriminates against the low-income 
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stockholders. It also discriminates against a small business conducted as a 
corporate firm as contrasted with a partnership or an individually owned 
business. 

(2) End the excess-profits tax. 

While justified as a wartime measure, this tax has a disastrous effect upon 
peacetime production and employment. 

(3) Eliminate all excise taxes except on mass luxury items such as alcoholic 
beverages, tobacco, gasoline. 

Excise taxes on ordinary commercial products raises the price paid by the 
consumer. Their levy and collection is a great burden on business. The reve 
nue derived, except for the few mass luxury items, does not warrant the cost 
of administration. 

(4) Subsidized and tax-exempt organizations, many of which are in direct 
competition with private business, should be placed on an equal taxpaying basis 
with taxpaying business. 

It has been estimated that these many organizations are a potential source of 
up to $1 billion in revenue and should no longer be overlooked. 

(5) Business should be permitted greater latitude in making allowances for 
depreciation and obsolescence in order to prove incentive for the purchase of 
new equipment. 

This would reduce the risks involved in new business and expansion, would 
encourage venture investments, and encourage the creation of greater employ 
ment. A sharp depreciation allowance in the first year of acquisition of new 
equipment would be one means of achieving this goal. 

(6) The phraseology of the present Federal tax law, and the regulations issued 
thereto, are too technical. 

They can be understood only by experts. This causes litigation, penalties, 
and increases the cost of preparing returns. The tax laws should be simplified. 

Respectfully submitted. 

FREDERICK A, VIRKUS, 
Chairman, Conference of American Small Business Organizations. 


NATIONAL RETAIL FURNITURE ASSOCIATION, 
Washington, D. 0., May 26, 1958. 
Re pyramiding of manufacturers’ excise taxes at each level of distribution. 
Hon. Horace Seery-Brown, Jr., 
House of Representatives, Select Committee on Small Business, 
Washington 25, D. C. 

DrAR CONGRESSMAN SEELY-BrowNn: This letter and the enclosure on the above 
indicated subject are submitted to supplement the filed statement of May 20, 
1953, by the National Retail Furniture Association. 

In accordance with your request we checked with the professional staff of 
your committee as to additional material which may be desired for the hearing 
record, and we were asked to submit the views of this association as to whether 
or not a general excise tax at the manufacturing level would be pyramided at 
the various levels of distribution. 

Our answer is: Yes, a general excise tax at the manufacturer’s level certainly 
would be pyramided. 

The reason for this is apparent; all items of expense, in addition to naked cost 
of goods, which are paid by the distributor—at each level of distribution—are 
part of the distributor’s cost of goods. Excise taxes at the manufacturer’s 
level are no exception. They are just as intrinsically a part of the cost of goods 
as freight and delivery charges. Additionally, in the case of goods presently 
bearing such taxes, they are most often hidden in the retailer’s invoice cost; that 
is, they are not shown as a separate item on the retailer’s invoice from his sup- 
plier. In connection with this point, I call your attention to the following ex- 
cerpts from the statement of considerations of the Office of Price Stabilization, 
amendment 23 to the general ceiling price regulation, October 31, 1951: 


“STATEMENT OF CONSIDERATIONS 


“The Revenue Act of 1951 recently enacted by Congress makes several changes 
in excise taxes. In some instances the tax has been decreased and in others it has 
been increased, and, in addition, new taxes have been imposed and previous 
taxes eliminated. These changes require revision of section 20 of the GCPR 
relating to excise taxes.” 
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“In the past, excise taxes imposed on manufacturers and passed on by them 
have, to a substantial extent, been considered by retailers and wholesalers to be 
part of their costs of the acquisition of the commodities and they have taken their 
markups on those costs. Jn fact, in many instances, the manufacturer has not 
even stated the tar separately from his price and hence the wholesaler or retailer 
has not known what the tar on the commodity was. It is essential that the price 
regulations permit the tax changes to be reflected since in many cases the increases 
in the taxes or the new taxes would create great hardship on wholesalers and 
retailers if they were compelled to pay them and were not permitted to pass them 
on. On the other hand, where the taxes have been decreased or withdrawn, in 
general, it is equally clear that those tax savings should be passed on to the 
consumer. [Italics supplied.] 

“The evidence clearly points to a widespread practice of applying markup to 
total cost including excise tax. Section 402 (k) of the Defense Production Act of 
1950, as amended (known as the Herlong amendment), provides in part: ‘No rule, 
regulation, order or amendment thereto shall hereafter be issued under this title, 
which shall deny to sellers of materials at retail or wholesale their customary 
percentage margins over costs of the materials during the period May 24, 1950 to 
June 24, 1950, * * *.’ This amendment to the GCPR and the accompanying 
amendment to supplementary regulation 29 permitting this practice of applying 
markup to total cost including excise taxes to be perpetuated, are consistent with 
the provisions of the Herlong amendment.” 

Finally, I submit for your consideration the policy position adopted by the board 
of directors of the National Retail Furniture Association regarding taxes on 
consumption : 

“Resolved, That the National Retail Furniture Association is opposed to Federal 
excise taxes except those generally imposed in times of peace. In the event of 
war or similar emergency, the National Retail Furniture Association is opposed 
to the imposition of a Federal excise tax at the manufacturer’s level and favors 
imposition at the retailer’s level.” 

I am enclosing a copy of a letter which this association wrote to all members 
of the House Ways and Means Committee on April 17, 1953, in carrying out 
instructions of our board of directors to make NRFA's position regarding excise 
taxes known to appropriate Government officials. 

You will note that the above-mentioned letter is signed by Mr. Julian W. Caplan, 
director of NRFA’s Washington Office. Mr. Caplan is always ready to assist your 
committee in behalf of the National Retail Furniture Association. 

Very truly yours, 
Rosert BE. Carrer, 
Chairman, Governmental Affairs Committee. 


NATIONAL RETAIL FURNITURE ASSOCIATION, 
Washington, D. C., April 17, 1958. 


Re Excise taxes. 


To the Chairman and Members of House Ways and Means Committee: 


The National Retail Furniture Association speaks for some 9,000 retail home 
goods merchants. 

I am writing to inform you of the policy position of this association, which 
was reaffirmed in a quarterly board meeting on April 10, 1953, with respect 
to excise taxes on home goods. 

The National Retail Furniture Association is opposed to all excise taxes 
levied at the producer or manufacturing level, as they are hidden taxes which 
inflate the prices of the commodities on which they are levied, because they 
necessarily become pyramided as they move through the channels of distribution. 

Additionally, the retail merchant must buy taxes along with the goods he 
carries in his inventory, which ties up an important amount of working capital 
and occasions increased costs on many operating expenses based on cost of 
goods, or on sales. 

In the event of a falling market or price reductions at the retail level, the 
retail merchant is forced to absorb the excise tax, in effect, since it is part 
of his cost. 

Repeal of the manufacturers’ excise tax on consumer goods would bring 
about dramatic reductions in the prices of all the items which are now taxed. 

The public would be made acutely aware of this fact by the inevitable adver- 
tising that would ensue. 
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The National Retail Furniture Association feels that taxes on consumption 
are preferable at the retail level, when needed, so consumers can see and 
know what taxes they are paying. Hidden taxes tend to become entrenched 

We urge you to give favorable consideration to removal of the regressive 
excise taxes which discriminate against many home-goods items and deter the 
achievement of a higher standard of living for America. 

Yours very truly, 
JULIAN W. CAPpLan, 
Director of the Washington Office. 


THe Cooperative LEAGUE OF THE UNITED STATES OF AMERICA, 
Chicago 4, Ill., May 15, 19538 
Mr. Cari E. Davis, 
Staff Director, Committee on Small Business, 
Suite No. 129, Committee on Small Business. 


Dear Mr. Davis: I regret exceedingly that I will not be able to be in Wash- 
ington on any of the 3 days of your hearings on the effect of the present tax 
structure on small business, but in accordance with agreement reached with 
a member of your staff on the telephone this morning I have mailed you 
approximately 25 copies of my statement and am enclosing herewith another 
copy for inclusion in the record of your proceedings. 

It is possible that our Mr. Wallace J. Campbell, the director of our Wash- 
ington office, might find it possible to appear personally before the committee. 
If he does he will get in touch with you by telephone concerning his appearance. 
But I wanted to be sure that our statement appears in full in the record in 
any case. 

Should there be hearings of your committee at another time at which it 
might be logical for us to appear I will be glad if you let me know. 

Sincerely yours, 
JERRY VOORHIS, 
Executive Director 


STATEMENT OF JERRY VOORHIS, EXECUTIVE DIRECTOR OF THE COOPERATIVE LEAGUE 
OF THE UNITED STATES OF AMERICA 


Opportunity to appear before this important select committee of the House 
of Representatives on the subject of the ¢ff-ct of existing taxes on small-business 
opportunity and incentive is greatly appreciated and valued. There is no doubt 
that if we hope to preserve opportunity and and incentive for small business 
in this country it will take positive and determined effort to do so. 

A good many small-business men are already putting forth such a determined 
effort. More than 100,000 independent retail grocers and almost as many retail 
druggists have organized their retailer-owned cooperative wholesales and thus 
put themselves in position far better to compete with nationally integrated 
competitors. By this means small, locally owned businesses can add to their 
margins of profit part or all of the wholesale profit. The chainstores already 
have the benefit of retail, wholesale, processing, and transportation margins. 
So by means of the retailer-owned wholesale the small independent business 
takes just one step toward equalizing its competitive position. 

The same thing has been done by some two-thirds of American farmers, who 
are the largest single group of small-business men we have. As independent 
producers attempting to market their crops and purchase their supplies indi 
vidually in markets which are in almost all cases dominated by huge integrated 
corporations, the farmer is helpless. But by risking some of his money in a 
cooperative business venture with his neighbor farmers, he can, like the small 
merchant, somewhat equalize his competitive position. He can broaden the 
scope of agricultural income and keep in his local rural community some of 
the profit margins that would otherwise go out of that community into the 
hands of large national companies. 

A good many other examples of the same sort could be given. 

Nonetheless, most of the economic trends of the times are in the direction 
of greater and greater concentration of economic power in bigger and bigger 
corporations. And this is true despite the fact that greatness of size and 
increase in efficiency do not by any means always go together. There comes 
a point, however, where the very size and financial power of corporations begins 
to gives them marked advantages over their smaller competitors even though 
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they may be actually less efficient. Not the least of those advantages is the 
opportunity for large-scale business to gain command of capital, particularly 
loan capital, at a much more favorable rate than small business can hope to do. 

The point of view of the Cooperative League and of cooperatives generally 
throughout this country is that preservation and full opportunity for small-scale 
business is absolutely essential to a dynamic economy. We believe that one 
of the main effects of cooperatives where they have achieved reasonable success 
is to preserve economic freedom and opportunity for small-scale business. The 
fact is this very result has been achieved in the Scandinavian countries where 
cooperatives are on the whole the strongest of any place in the world. There 
are two reasons why this is true. Since cooperatives belong to large numbers 
of people who are not only share owners, but active participants in control 
and since those large numbers of people naturally have a broad concern for 
the economic health of the entire economy, therefore, the economic policies of 
cooperatives are always framed in the direction of a full production, abundant 
distribution policy. Consequently, they do tend to break down those controls 
upon production, productive capacity, and price which are the essential factors 
in monopolistic control and hence the main causes of the decline of small- 
business opportunity. 

Now these hearings are supposed to be focused on the impact of the present 
taxes on small business rather than on the broader problems. I believe there 
is little doubt that present taxes have the effect of markedly favoring large- 
scale business over small business. One reason I make this statement is because 
I know this is the case with respect to the cooperative type of small business. 
We are certainly not complaining about the support of our Government or the 
support of necessary national defense measures which account for some 80 
percent of the total tax bill in one way or another. On the other hand, the 
way the corporation-tax laws are now written it is exceedingly difficult for any 
small business to accumulate sufficient capital to enable it effectively to com 
pete with much larger competitors. There is consequently a rather alarming 
tendency for owners of small business to sell out to their bigger competitors, 
to pay taxes on capital gains instead of at corporation income-tax rates, and 
thus go out of business. 

It has seemed to us for many years that there ought to be a specific exemption 
of a certain amount of net earnings from any corporation tax at all. Just what 
this figure ought to be I am not prepared to say. When I was a Member of the 
House I repeatedly advocated a figure of the first $25,000 of earnings on the 
part of any business as the amount that should be completely exempted from 
taxation. My belief is that the figure should today be a larger one. I am not 
advocating that this apply to small business alone but would think it would 
apply clear across the board. This would mean, however, that small busiuess 
would be getting a relatively greater amount of help than big business would 
from such a specific exemption. It would mean the possibility of accumulation 
of capital in a manner not now possible. There might even be some sense also in 
a provision whereby a ceiling would be fixed upon the rate of corporation taxes 
on businesses of no more than a certain amount of capitalization at the same 
figure as the rate on long-term capital gains. The reason for this proposal 
will I think be obvious to the committee. 

In any event there are a number of ways in which the tax laws might be 
amended so as to recognize the importance and desirability of enabling small 
business to accumulate working capital and capital for orderly expansion and 
thus to increase the incentive for small businesses to remain in business and to 
keep our economy a really dynamic one. 

Whether any appreciable amount of revenue would actually be lost from 
such measures I would doubt. I imagine that after a couple of years at least 
we would find that total revenues from corporation taxes would be even 
larger than they are now with such a specific exemption or something com- 
parable to it in effect. Of this, however, we cannot be certain and it might be 
necessary in the beginning to compensate for such losses in revenue as might 
result from such changes in the tax laws as I have proposed by a further 
graduation of the corporation taxes in the higher earnings brackets. I would 
not advocate this were it not for the present need for Government revenue. In 
fact it is only that present need and the circumstances of national security that 
prevent me from coming before this committee to advocate the immediate 
amendment of the revenue code so as to provide for relief from taxation of all 
business on moneys actually paid out in dividends or allocated into the owner- 
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ship of individuals. I am perfectly willing to say that I think this is a 
direction in which we should earnestly try to move just as fast as we can with 
due regard to considerations of national security and welfare. It would be 
necessary to provide under such circumstances that the individual stockholders 
of corporations be taxable not only upon cash dividends received but also upon 
allocations of corporation earnings to them in the form of stock or however 
received. Here again it is questionable how much net revenue would be lost 
but it certainly would mean a shifting of the incidence of taxation from pro- 
ductive businesses onto the shoulders of individuals whose personal fortunes 
are actually enhanced from the operatons of the businesses. What I am tatking 
about here, of course, is getting rid of the so-called double taxation of dividends. 

Now in case there are members of the committee who feel that cooperatives 
are presently enjoying tax favoritism, I want to assure you this is not the case 
Cooperatives are presently subjected to every tax which other businesses are re 
quired to pay and they pay these taxes at the same rates as other businesses, 
Nor are cooperatives able to make any earnings for themselves which are not 
fully subject to Federal corporation income taxes. The only possible exception 
to this statement has to do with a dwindling group of agricultural cooperatives 
which are still able to qualify under rather rigid restrictions for relief from the 
double taxation of dividend payments to stockholders. Cooperatives of course 
are no more taxed than are other businesses upon refunds which they are obli 
gated to pay to their patrons and which constitute liabilities against them, But 
this is no advantage for cooperatives for two reasons. The first of these reasons 
is that the same opportunity is open to any other business and that many nonco- 
operative businesses are today paying patronage refunds and are not taxed upon 
them any more than the cooperatives are. The second reason is that by the dis- 
tribution of patronage refunds the cooperatives actually are today benefitting 
small businesses all over this Nation and particularly in the rural communities 
where the survival of small locally owned business is most severely threatened 
by nationally integrated organizations. Cooperatives, being of necessity locally 
owned businesses, are constantly plowing back into the local communities pur- 
chasing power which is otherwise siphoned off into large centers but which now 
remains to be spent all up and down Main Street. These and additional reasons 
are why we are convinced they are one of the bulwarks of our free enterprise 
System, 


MUTUAL INSURANCE COMMITTEE ON FEDERAL TAXATION, 
Chicago 6, Ill., May 22, 1953. 
CLERK, House COMMITTEE ON SMALL BUSINESS, 
Room 129, House Office Building, 
Washington, D. C. 

Dear Str: In view of the very misleading statements and implications 
contained in a resolution filed with your committee by an organization calling 
itself the Conference of American Small Business Organizations, we are en- 
closing herewith a memorandum which we believe should be included in your 
printed record. 

The resolution which was included in the statement of Mr. Frederick A. 
Virkus before your committee indicates that the Joint Committee on Internal 
Revenue Taxation has made an estimate that H. R. 1559 would produce annual 
revenue of at least $800 million. We are reliably informed that neither the 
joint committee nor its staff has made any estimate of what revenue might be 
produced by H. R. 1559. The misleading statements in the resolution of the 
Conference of American Small Business Organizations—insofar as it refers to 
so-called tax-exempt organizations—appears to be merely a repetition of a series 
of erroneous and misleading statements circulated from time to time by National 
Tax Equality Association. 

In the interest of fairness and of full information to the public, we trust that 
you will include the attached memorandum and this letter as an addendum 
along with other addenda which you will undoubtedly include in your printed 
hearings. 

Sincerely yours, 
JOHN J. WIcKeER, Jr., Counsel. 
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MEMORANDUM SUBMITTED ON BEHALF OF THE MUTUAL INSURANCE COMMITTEE 
ON FEDERAL TAXATION 
May 20, 1953. 


To the Chairman and Members of the Committee on Small Business, House of 
Representatives. 

GENTLEMEN : Mutual fire and casualty insurance is characterized by an over- 
whelming proportion of companies that can quite properly be called small 
companies. 

There are slightly in excess of 2,600 mutual fire and casualty companies oper- 
ating in the United States. 

If one uses the figure of net premium writings of $1 million or less as a dividing 
line between small and larger companies, then the fact is that 93 percent of all 
mutual fire and casualty companies are in the category of small enterprises. No 
one familiar with the insurance business would question that a company with 
under a million of net premium volume is a small company. 

Even if the figure of net premiums written were dropped to $500,000 per year, 
the facts show that 90 percent of the mutual companies write this amount or 
less. Indeed, the figures show that 75 percent of the companies write less than 
$75,000 per year and that half of the companies write less than $25,000 per 
year. 

These mutual fire and casualty companies—both small and not so small—are 
very much interested and concerned with the impact of Federal taxation upon 
their ability to exist and perform effectively the function for which they were 
created. 

These companies are also concerned with this problem because of the fact that 
propaganda organizations, often purporting to speak for small business, are 
engaged in a campaign before the Congress and in the press which misrepresents 
and distorts the tax status of mutual fire and casualty insurance. 

This memorandum is submitted to the House of Representatives Committee 
on Small Business to clarify the nature of mutual fire and casualty companies 
and to make clear the truth with respect to the Federal taxation of these 
companies. 


DEVELOPMENT AND OPERATIONAL PLANS OF MUTUAL COMPANIES 


Historically, mutual fire and casualty insurance owes its existence to the fact 
that groups of men, either as individuals or businessmen, sought insurance pro- 
tection for their homes, their farms, their vehicles, and other property as well 
as protection against the dangers of damage claims resulting from their acts 
affecting the person or property of others. They sought this protection at a 
cost to themselves as low as possible, consistent with safety to their company 
and without profit for any individual or group of individuals. 

To accomplish this, no single plan of operation was adopted. Rather, there 
has grown up in the field a variety of plans of operation. All have the common 
objective of providing insurance protection for a group of persons banded together 
in a company of which they as persons seeking protection were the sole owners. 

The simplest form of organization is that of the local company operating on 
the assessment basis. Under this plan, a small downpayment of a cent or two 
per hundred dollars of insurance is paid to bind the contract. At the end of 
the accounting period (generally the calendar year) the losses and expenses are 
determined and the members are assessed pro rata in proportion to the amount 
of insurance each carries in relation to the whole. Because losses vary from 
year to year and because there is an advantage in having the annual assessments 
as uniform as possible, these companies have been urged to maintain a small 
surplus to aid in regularizing assessments. The collection of such a surplus is 
not a profit, but merely a fund to be used in years when losses are above average 
and then replaced in years when losses are below average. 

A variation of this plan of operation is what is known as the “advance assess- 
ment plan.” Under this plan, the company levies an assessment at the time the 
policy is issued. The amount is based upon the company’s experience. In order 
to avoid extra assessment in the event the initial assessment proves inadequate, 
some surplus in “good years” is built up to take care of years of heavy losses. 
However, if such surplus proves inadequate, the company has the right to levy 
an additional assessment to cover the losses and expenses and sometimes to 
establish a surplus fund. 
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Again it should be noted that the surplus contributed by the policyholder is 
not a profit, but is in fact a reserve fund—a policyholders’ protective fund—to be 
used in regularizing the assessment in spite of more than normal losses. 

Closely akin to the “advance assessment plan” of operation is the “advance 
premium plan” of organiaztion that maintains a limited amount of assessibility. 
Here the company collects from the insured a premium at the time the policy 
is issued. The amount of this premium is based upon average experience. 
Since the insurance policy is a contract between the company and the insured, 
the right of assessability may be limited or indeed contracted away completely. 
In most cases, the assessment right of the company is limited to an amount equal 
to 1, 2, or 3 years of annual premium. 

Statutory law of the various States requires that companies operating on the 
advance-premium plan must maintain a reserve equal to the unearned balance 
of the premium. To illustrate—if a $100 is collected in advance for a policy 
of insurance covering a year, one-twelfth of this amount becomes earned each 
month, the total not being earned until the end of the policy year. Frequently, 
but not always, the inflow of premiums, month by month, is uniform, so that the 
unearned premium reserve approximates 50 percent of the premium collected 
at the inception of the policy. 

Experience over many years indicates that this reserve alone is not enough to 
guarantee payment in case of a catastrophic loss. The rate contemplates normal 
experience, Variations in losses, both above and below normal, do occur periodi- 
cally. To take care of this situation the company must collect from its policy 
holders slightly more than is needed in good years to take care of the abnormally 
high losses in others. 

The fund thus accumulated is a policyholders’ surplus. It is not a profit but 
a reserve to take care of abnormal losses, to insure performance under the 
contract and to avoid the necessity of exercising the assessment rights under the 
contract, except in an emergency situation. 

Since the company does have the right of assessment up to the limits provided 
in the contract, its need of surplus is not quite so great as it would be were the 
right nonexistent. 

it still remains a fact, however, that the surplus is not a profit, but a contingent 
reserve. It can’t be a profit for, since the company is owned by its policy- 
holders, there is no one other than the policyholder to receive the benefit of this 
fund. He and he alone has a beneficial interest in the fund, which is held by the 
company for his protection. 

The final method of operation is that of the advance-premium company issuing 
nonassessable policies. The contractual right of company and policyholders 
to waive the right of assessability has been incorporated into statute law 
in most of our States. The States have limited this right to issue nonassessable 
policies by requiring the mutual company to meet certain financial qualifications. 
While these laws vary from State to State, in general, and with exceptions, 
they require that a mutual company wishing to issue nonassessable policies 
must have a minimum policyholders’ surplus equal to the capital and surplus 
required of a stock company writing the same types of coverage. 

[t is still true, however, that this surplus is a policyholders’ protective fund 
as to which in a mutual company the policyholder alone has a beneficial interest. 


RATES AND POLICYHOLDER DIVIDENDS 


Ratemaking is not an exact science. It is not possible to collect a rate in 
advance and be sure that the amount collected exactly equates the cost of the 
insurance, including losses, expenses, necessary reserves, and contributions to 
the policyholders’ protective fund—the surplus. 

It can be done in the case of the assessment company that levies its assessment 
after the facts are known. Any collection in advance—whether called an assess- 
ment or a premium—is subject to error. That is a basic reason for the existence 
of a surplus 

However, the size of the surplus needed is itself a variable. It depends upon 
the ability to levy assessments, the geographic distribution of risks, the avail- 
ability or reinsurance, the type of hazard being insured, and other factors. 
These factors vary from company to company, with the result that the proper 
size of the policyholders’ surplus must of necessity be a matter for managerial 
letermination 
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In the event that surplus proves more than adequate to serve the protective 
function for which it was created, 2 courses, or a combination of 2 course, of 
action are open to the company: 

1. It may reduce its rates. 

2. It may refund the excess ( policyholders’ dividends). 

3. It may do some of each. 

Mutual companies quite typically use these methods to control their surplus. 
Their ability to reduce rates, make refunds, or both, arises out of a variety of 
factors, among which are: 

1. There is no third party seeking profits. 

2. Costs of operation are kept as low as possible due to the interest of policy- 
holder ownership in getting coverage at net rates as low as is consistent with 
safety. 

3. Selectivity or risks—that is, selecting those interested in and willing to 
participate in loss prevention. 

4. Fire and accident prevention and other engineering services designed to 
reduce the losses. 


SUM MARY 


From what has been said above it should be clear, regardless of the plan of 
operation used, that the basic characteristic of mutual insurance is the identity 
of ownership between policyholder and company. The fact that the policyholder 
and the policyholder alone owns the company and contributes the funds out of 
which losses and expenses are paid is basic. The’number of policyholders or 
the size of the funds form no valid basis of distinction between mutual insurance 
carriers. 

Clearly, there are differences in the details of operational plans, but the basic 
fact of mutuality exists in all of them. Plans of operations are administrative 
details only. 


THE BASIS OF FEDERAL TAXATION OF MUTUAL FIRE AND CASUALTY COMPANIES 


Prior to the year 1942 mutual fire and casualty insurance companies were, 
in effect, exempt under the Federal income-tax laws. In that year the Federal 
Government, faced with need of war revenue, enacted legislation levying a 
tax on mutual fire and casualty companies. It should be noted in passing that 
among all the various types of customer-owned enterprises, mutual fire and 
casualty companies were virtually the only type subject to the Federal income-tax 
laws. 

In considering the problem of the proper method of taxation for these mutual 
companies, the Congress gave consideration to the question of whether or not 
these nonprofit organizations had any taxable income. The conclusion was that 
they had, and that it was their income from their investment transactions. 

In effect, the Congress said that when a mutual company takes the funds of its 
policyholders and rents these funds out to third parties, receiving interest or 
rent, it was getting an income from outside sources and that this was income 
outside of the basic insurance transaction and was therefore taxable income. 

Hence, the Revenue Act of 1942 and all subsequent acts have provided that 
mutual fire and casualty insurance companies are subject to a tax, at the appro- 
priate rates, on their investment income. 

At the time of the enactment of this law, there was a fear expressed that these 
companies might avoid income taxation by investing their funds in tax-exempt 
securities. It has always been the contention of the mutual fire and casualty 
companies that this was a groundless fear. 

Life-insurance companies have long been taxed on this basis and have not 
used the tax-free investment as a means of avoiding taxation. Furthermore, the 
penalty of reduced returns on tax-exempt securities is a deterrent to the pursuit 
of this policy. 

Nevertheless, the Congress enacted into the law, where it remains, an alterna- 
tive tax of 1 percent of gross income (net premiums written, less dividends to 
policyholders, less reinsurance ceded, plus net investment income). 

The law provides that a mutual fire and casualty company shall calculate its 
tax on both methods (investment income and gross income) and pay whichever 
is the greater (sec. 204 of the Internal Revenue Code). 

Stock insurance companies, as profit-seeking organizations, are treated under 
the Federal income tax laws as are other profit-seeking enterprises. They pay 
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at appropriate corporate rates on their net income from all sources, including 
investments and underwriting (sec. 207 of the Internal Revenue Code). 

Propaganda organizations have attempted to convince the Congress and the 
public that because Congress has granted different treatment to the nonprofit 
mutual fire and casualty companies from that granted to their profit-seeking 
counterparts, the tax laws result in an escapement of taxation on the part of the 
mutuals and a discrimination against the stocks. 

There is no evidence to support the contention that the difference in treatment 
has resulted in any discrimination against the stock insurance companies. If 
the tax were really favoring the mutual business, then we would expect this to 
be reflected in a sharp increase in the percent of the premiums going to the 
mutual companies as compared to the stocks. A comparison of the percent of 
business done by each in 1942 and 1951 is as follows: 


Fire-insurance companies 


| 

1 ' Percent | Mutual Percent 
t yremiums | oe 

| Stock | ‘ums | aggregate | premiums aggregate 


| 
$1, 120, 142, 416 83 $214, 672. 230 | 16 
‘010, 399, 801 82.0 | 222,101, 424 | 18 
, 130, 369, 284 | 83 231, 956, 964 | 17. 
, 225, 558, 764 | 82 254, 481, 719 | 17. 
"629, 542, 827 | 84 310, 124” 668 | 16 
029, 052, 847 | 84 374, 699, 502 15, 
2, 185, 085, 079 | 83. { , 357, 242 16 
, 421, 163, 303 83. § 5, 768, 410 16 
2’ 605, 338, 281 | 83. 8 502, 296, 776 16. 
, 862, O15, 761 | 82. 591, 678, 701 17 


Casualty-insurance companies 


: . Percent Mutual Percent 
Stock premiums : | : 
Stock premiu } aggregate premiums | aggregate 


$345, 453, 221 
345, 875, 751 | 
356, 270, 492 
397, 764, 220 
487, 248, 271 
644, 108, 980 | 
758, 376, 543 
830, 923, 297 

2, 469, 975,109 | 907, 259, 033 

2, 795, 424, 759 | é 1, 070, 638, 733 | 


$993, 133, 854 | 
989, 348, 134 
, 065, 003, 195 
, 130, 328, 655 

, 398, 914, 024 | 
, 819, 466, 249 
2, 133, 671. 306 


9, 507, 776 


i 


Sus 


Obviously, these figures give no evidence that the present income-tax treatment 
of stock and mutuals has discriminated against the stock interests. These figures 
also demonstrate that mutual companies write only a fraction of the fire and 
casualty business and might lead one to wonder whether the attacks on this 
minority group are really based on the alleged tax inequality or something 
else. 

Furthermore, there is no evidence that the stock insurance companies, as a 
result of either competition with the mutuals or because of the working of the 
tax laws, have failed to make substantial profits for their third-party owners. 

Stock fire insurance companies increased their surplus to policyholders from 
$1,460,076,928 in 1942 to $3,016,384,484 in 1951. During this same period of 
time the stockholders received in cash dividends $824,327,310. This is a gain 
between 1942 and 1951 to the stockholders in stock fire insurance companies of 
$2,370,634,866 in equity and cash. 

Stock casualty companies during this same period increased surplus from 
$746,749,819 to $1,544,812,651 and paid cash dividends of $451,534,791 or an in- 
crease in stockholders’ equity and cash of $1,249,597,628. 

In the period of 1942 to 1951 mutual fire insurance companies increased surplus 
from $290,170,705 to $628,531,170 and mutual casualty companies increased from 
$139,967,678 to $379,411,878. In the case of mutual companies there were no 
stockholder dividends. This increase in surplus was not disproportionate to the 
increase in risks or contingencies which surplus is intended to protect. 
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Against a return of these profits to third parties is the record of refunds to 
policyholders made by mutual companies. The facts are as follows: 


Mutual | Mutual Mutual Mutual 
fire | gasualty fire isualty 


$43, 495, 422 $45, 221, 363 $72, 176 $72, 806, 407 
51, 890, 320 50, 836, 103 78, 052, 876 85, 525, 928 
53, 151, 322 0, 190, 064 l 7 93, 707, 858 
| 51, 782, 813 51, 632, 126 36, 71 04, 372, 481 
| 52, 286, 774 52, 780, 065 
| 
| 
| 


58, 714, 935 60, 595, 131 Total 2 ? 657, 668, 426 


The fact that mutual fire and casualty insurance companies have been paying 
substantial Federal income taxes since the enactment of the present mutual-tax 
provision in 1942 is proved by the following tabulation. The figures set forth 
were compiled and released by various insurance publications of the Alfred M. 
Best Co., a recognized source of insurance statistical information: 

Year: Amount of tar | Year: Amount of taz 
1942 $5, 125, 000 | a _... $11, 237, 000 
1943 5, 859, 000 | 1949_____. _.... 12, 816, 000 
1944 6, 393, 000 | iiss ... 18,351,000 
1945 7, 622, 000 | ae is til 956, 000 

8, 596, 000 


9, 804, 000 | Total 


One notorious propaganda organization has recently made the charge that 
mutual fire and casualty companies escape $71,200,000 in Federal income taxes. 
The charge is ridiculous. The stock fire and casualty companies writing just 
over 77 percent of the combined stock and mutual premium volume incurred 
$98,284,488 on their 1951 business. The mutuals for the same year incurred 
$17,956.000, or a difference of $80,328,488. How could the mutuals writing less 
than 23 percent of the combined volume be accountable for an extra $71,200,000 
even if the mutuals were taxed on the same basis as the profit-seeking stocks 
are taxed? 

Because the stock companies pay on a straight profit basis, the years in which 
their profits are high they pay substantial taxes, whereas in the years in which 
profits are low or losses are incurred their taxes are correspondingly low or 
nonexistent. 

The mutuals, on the other hand, because of the 1-percent feature of the tax 
formula applicable to them, pay substantial taxes year in and year out, regard- 
less of un(erwriting results. 

Over a period of years, the stocks have paid slightly more in proportion to net 
premiums written than have the mutuals. This is as it should be, for it has 
always been a part of our tax philosophy to give different treatment to nonprofit 
organizations as compared to profit-seeking enterprises. 

The mutual fire and casualty organizations are not completely satisfied with 
their present tax status. They believe that the 1-percent tax floor is unjustified. 
No other type of organization is subject to such a floor. 

Furthermore, because the principal element in the 1 percent of gross earnings 
tax is net premiums written and because these premiums or assessments tend 
to rise as losses rise, the tax becomes. in fact, a tax on adversity. 

The situation, while applying to all types of operating plans, becomes clearer 
when observed in connection with the assessment company. The greater the loss 
in any accounting period the larger the assessment and hence the greater the 
base upon which the tax is levied. 

Since, as pointed out previously, a premium for an advance premium company 
is basically an assessment levied in advance on the anticipation of an assumed 
amount of losses, any increase in losses above those anticipated results in a 
rise in premium rates and a corresponding increase in the base upon which 
the tax is levied. 

It is the contention of the mutual companies that such a tax violates sound 
taxation principles. Furthermore, a study filed with the staff of the Joint Com- 
mittee on Internal Revenue Taxation reveals that if all mutual companies had 
paid at appropriate corporate rates on their investment income in 1951, instead 
of under the present plan of paying on this basis or 1 percent of gross income, 
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whichever is the greater, the payment by the companies would have been reduced 
only by slightly over $1 million. 

It is the hope of the mutual fire and casualty companies that at some future 
date, when the revenue laws are being revised, that the present 1 percent par of 
the tax formula applicable to them will be eliminated. 


THE EXEMPTION PROVISIONS OF THE REVENUE LAW APPLICABLE TO MUTUAL FIRE 
CASUALTY COMPANIES 


The present revenue laws (sec. 101 (11) ) provide that a mutual fire or casualty 
company having a gross income of $75,000 per year, or less, is exempt from 
Federal income taxes. 

This section of the law bas been widely misrepresented. Propaganda to the 
effect that “many mutual fire and casualty companies are exempt and thus es 
cape taxes” is prevalent. The implication is that if these companies were taxed 
there would be a large increase in revenue forthcoming. 

Nothing could be further from the truth. 

The exempt companies are small indeed, for a company with a gross income of 
$75,000 or less, with no deduction for losses and expenses, could under no cir 
cumstances have much if anything left upon which to pay taxes. 

The exempt companies are almost exclusively small local farm mutuals, oper- 
ating in a local area and largely insuring farm property. They generally operate 
on the assessment plan described in the early part of this memorandum. The 
very method of operation, in which the assessment is prorated among the mem- 
bers to cover losses and expenses, is such as to preclude the possibility of any 
appreciable net income. 

True, some of these companies do maintain a small reserve, as indicated before. 
The National Association of Mutual Insurance Companies has urged these 
companies to maintain a small reserve. It is believed that this is in the interest 
of sound management. 

To subject these companies to a tax would discourage this sound practice for 
the tax could be avoided by exactly equating income with outgo. 

Further, these small companies often have a very informal organization. Fre- 
quently if not generally, they maintain no office. The secretary, the managing 
head of the enterprise, is paid a very nominal salary ranging from $50 to a few 
hundred dollars per year. 

Imposing upon him to keep a set of books conforming to the standards of 
the Internal Revenue Department would be a burden all out of proportion to 
his compensation. Likewise, he would often be without the technical knowledge 
to do so. 

The money collected from this source would be so small that the cost of 
collection and auditing would exceed the amount taken in. 

Frequently these companies are furnishing the only fire insurance protection 
available to the farmer in the area. 

Their continued existence should be encouraged. We know of no insurance 
group that is objecting to the present exemption provisions. 

These exempt companies are numerous, comprising more than 75 percent of 
the mutual fire and casualty companies. However, their total premium writings 
amount to only 2.8 percent of the mutual premium volume, 

The antagonists to mutual insurance have greatly distorted the facts with 
respect to these companies. Their existence has obviously served the propaganda 
purposes of these antagonists. 

When one considers the sharp rise in farm values that has taken place since 
1942, when this exemptive provision was written into the law, a strong case 
could be made for an increase in that exemption limit. There is no doubt that 
the small farm mutual is serving no more policyholders than a decade 
ago—that any increase in the size of the company is entirely due to the rise in the 
amount of insurance its members require. Failure to increase the exemption 
limit is therefore working a hardship upon the farm companies not intended by 
the Congress. 

CONCLUSION 


A mutual fire and casualty company is an insurance organization in which 
there is an identity between policyholder and owner. This mutual characteristic 
is true of all such companies regardless of the particular plan of operation used 
or the number of policyholders or the size of the fund collected, 

This basic characteristic justifies and demands different tax treatment from 
that accorded a profit-seekinz venture. 
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The tax laws have recognized this fact and have granted different tax treat- 
ment. 

There is no evidence to support the claim that such tax treatment has 
mutual fire and casualty companies a competitive advantage. 

The gross income tax feature of the present law applicable to mutual fire and 
casualty companies results in a tax on adversity. This part of the tax law 
should eventually be repealed. 

The present exemption provisions of the law apply only to the very smallest 
of the companies who, because of their size and method of operation, have little 
or no taxable income. Complete justice would suggest that the exemption limits 
should be raised. 


given 


NATIONAL RETAIL FARM EQUIPMENT As 
St. Louis 1, 
Congressman Horace SEELY-DRown, Jr., 
Chairman, Subcommittee No. 2, 
House Select Small Business Committee 
House Office Building, Washington, D.C 

Dear Mr. CONGRESSMAN: In accordance with your letter of May 5 and my dis 
cussion with Congressman Hill, of Colorado, and yourself several days ago, I am 
submitting for the record a statement by Paul M. Mulliken, managing director, 
National Retail Farm Equipment Association 

If there is any further information which we can furnish to you, we will be 
glad to do so. 

Sincerely, WiiiiAmM R, Noster 


STATEMENT BY PAUL M. MULLIKEN IN BEHALF OF THE NATIONAL RetAtL FARM 
EQUIPMENT ASSOCIATION 


This statement is submitted on behalf of the National Retail Farm Equipment 
Association composed of 18,000 farm equipment retail member stores located 
rural communities throughout the United States. 

The farmers in all agricultural areas depend exclusively on farm equipment 
retailers for their supply of farm machinery and equipment and for complete 
service on this equipment to be available at all seasons of the year. Farm equip 
ment dealers must maintain a complete supply of machines, parts and service 
during planting, harvesting and cultivating seasons. This, of course, requires 
a large capital investment in machines, parts and service shop facilities as well 
as a staff of skilled and trained mechanics who must be kept on the payroll 
throughout the year. 

Approximately 90 percent of the retail farm equipment dealers operate as 
individuals or partnerships in which the owners are active in the management 
and work full time at the business. As farms have become mechanized over the 
last several years, dealers have been required to put back into the business 
practically all of their earnings in order to keep pace with the mechanization of 
agriculture. The continual pace of increased tax rates have made it almost 
impossible for the owners of retail farm equipment businesses to increase their 
capital structure to the degree necessary to maintain a plant adequate to serve 
the mechanized needs of American farmers. 

Each year the National Retail Farm Equipment Association conducts a cost-of 
doing business survey and study. The survey completed in June of 1952 showed 
that the average farm equipment dealer has approximately $90,000 invested in his 
business, excluding real estate. It further showed that the average dollar in 
crease of inventory was 32 percent above the previous year. These studies fur 
ther reveal that in the last 5 years the average net operating profit, before taxes, 
decreased from approximately 91% to 4% percent on sales. With the increase 
required in inventories and the steady increase in taxes, it can clearly be seen 
that not only has the average retailer been unable to accumulate any capital 
for expansion, but in many cases has been required to borrow money merely to 
sustain his inventory and plant to continue to properly serve his farmer custo 
mers. 

It is imperative that farm equipment retailers continue to improve their service 
facilities each year in order that farmers will have available at all times repair 
parts and service required for their operations, This requires an ever-increas 
ing capital investment. At the present time it is estimated that approximately 
95 percent of the farm equipment dealerships in the Nation are owned and 
operated by individuals, partnerships or small-business corporations. The r 
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maining 5 percent are the outgrowth of the steadily increasing number of co 
operatives. The cooperatives, who have entered the farm equipment field in 
competition with the individually operated dealerships, have a distinct ad 
vantage through their tax-exempt status in being able to retain investment 
capital for expansion purposes. 

The farm equipment retailers in rural communities throughout the country 
must find some means of obtaining adequate capital to sustain a sound financial 
structure so that adequate inventories can be maintained and proper facilities 
may be added as new developments require. This can only be accomplished 
through some form of tax relief for the small operators. 

We have not presumed in this statement to attempt to advance any specific 
proposal as to the manner in which this relief should be granted. We are aware 
of the necessity of tax rates which will permit the Federal Government to op- 
erate within its budget and without further increasing the national debt. We 
do point out, however, that Congress must develop some methods of relief to the 
small business serving farmers to assure that the mechanized agriculture of 
the Nation is to be properly served. 

Tue G. C. Breert Co., 
Los Angeles, Oalif., May 15, 1958. 
Mr. JouHn J. PHELAN, Jr., 
Executive Director, Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Dear Mr. PHELAN: The California Manufacturers Association, of which we are 
a member, suggested that we send you statistics showing you the predicament 
we are in as a result of the excess-profits tax. 

Attached is a report worked up by our auditor. We believe this clearly shows 
the unfairness of the excess-profits tax situation, and which we are suffering 
from. 

Yours very truly, 
G. C. Brempert, President. 


DISASTROUS EFFECT ON THE NATION’S ECONOMIC GROWTH AS THE RESULT OF THE 
Excess-Prorits Tax AS SHOWN BY THE CASE OF THE G. C. Brerpert Co. 


The following facts are set forth to show the effects of the excess-profits tax 
on the G. C. Breidert Co., a corporation. The results shown can be applied to 
many thousands of comparable corporations throughout the United States. 


= | 
Yeor ended— | 


__| Percentage 
incrense 


| June 30, 1948 | June 30, 1952 | 
| 
ss sales $309, 500 $714. 000 | 
Net income before Federal taxes 38, 500 | 146, 500 
‘orp’ ration income tax | 8. 700 | 71. 000 
neome and excess profit tax 8. TO a6 000 


I 29, 500 55. 509 


ment (used to produc » 58, 000 | 111. O06 
| 


o improved production methods and equipment. 


It would seem reasonable to expect that our retained earnings should increase 
proportionately with our increase in volume over the years, whereas it actually 
decreased percentagewise in relation to volume. 

Had there been no excess-profits tax our retained earnings would have in- 
creased 256 percent, which would appear to be a more nearly normal situation 
than now exists. 

During the last 2 years we have paid $33,000 in excess-profits tax, and for 
the fiscal year ending June 30, 1953, we expect to pay an additional $26,000 in 
excess-profits tax (over and above our corporation income tax of $71,000). This 
means that we will have paid over $59,000 in excess-profits tax for the 3-year 
period. Without the excess-profits tax this $59,000 would have been invested 
in additional plant and equipment which would have materially increased our 
production. This unquestionably would have caused our corporation income 
tax to increase to a point where the increase in corporation income tax would 
be greater in actual dollars than the excess-profits tax, whereby the Government 
would realize more income tax from our operation and we would have retained 
more profit for expansion and development. 
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On the basis that we produced $714,000 sales volume with $111,000 invested 
in plant and equipment, if we had the additional $59,000 invested in plant 
and equipment we would have been able to produce an increase in sales volume 
of an additional $380,000 which would be added to the national economy. In 
addition to the other benefits set forth in this paragraph, it is also a fact that 
by the expansion which would have taken place (had we not had the excess- 
profits tax), we would have been able to employ more personnel, thus again 
boosting the overall economy of the Nation, and further increasing the income 
taxes paid by more individuals. The increased production would also enable 
many more persons to obtain our product, thus contributing much more to 
the national health, welfare, and safety, all of which tends to increase the stand- 
ard of living among the people of this country. 

The stifling effect of the excess-profits tax retards expansion, thus actually 
lowering the basic corporation income tax as well as lowering individual income 
taxes as set forth in the preceding paragraph. 

Our position with respect to the excess-profits tax is not nearly as bad as 
many other businesses which are subject to this obnoxious tax which produces 
less revenue for the Government than would be produced by the normal corpora- 
tion income tax resulting from increased production made possible by expansion, 
using the dollars which have been paid as excess-profits tax. 

The excess-profits tax is highly discriminatory against small to medium-sized 
corporations and against new ventures. 

Venture capital is most difficult to obtain with the threat of excess-profits tax 
hanging over a corporation, ; 


YOUNG AMEKICAN BUSINESS CONFERENCE, 


Dallas 19, Tex., May 15, 19538. 
Mr. Joun J. PHELAN, Jr., 


Executive Director, Select Committee on Small Business. 
House of Representatives, House Office Building, Washington, D. C. 
Dear MR, PHELAN: We realize that the agenda of your tax hearings May 19 
and 20 must be quite crowded, and therefore will not request time for verbal 
testimony. 


However, we are attaching written testimony, derived from a tax study of 
more than 100 small manufacturing plants throughout the country and would 
appreciate its entry into the committee’s proceedings. 

Sincerely, 


THomas L. AMIS. 


STATEMENT OF THomas L. AMIS, PRESIDENT, WAmIX, INCc., DALLAS, CHATRMAN, 
YouNG AMERICAN BUSINESS CONFERENCE, BEFORE THE SENATE SMALL BUSINESS 
CoMMITTEE DALLAs Hearine, MAy 23, 1952 


~ 


Mr. Chairman, my name is Thomas L. Amis. I am president of Wamix, Inc., 
of Dallas, Tex. We manufacture ready-mixed concrete. We are, I hope and 
think, playing a significant part in the tremendous industrial development of the 
Southwest, which has given American industry its newest and brightest frontier. 

My company, which is 4 years old, was started on the customary shoestring, 
with 7 employees; today we give employment to 70. Needless to say, we have 
our tax problems, and they are acute. 

I am national chairman of a group of small companies called the Young Amer- 
ican Business Conference, an unpaid chairmanship, I might add. Through the 
work and research of this organization, I am able to present some data which 
will perhaps be more valuable to your committee’s work than a discussion of my 
own personal problems, 

I will give, for the record, a brief explanation of the Young American Business 
Conference ; as a group effort by small new companies for survival, this movement 
was started just about a year ago by three small Texas manufacturers, of whom 
I was one. We were convinced that the excess-profits tax law was having an 
effect on small business never intended by Congress. We were also aware that the 
tax-writing committees of Congress had no means of learning all about these 
effects until the tax had been in force for a year or two, and that many small 
companies simply would not survive that long under the tax structure enacted in 
1950. As a matter of simple self-preservation, we sought to create an instru 
mentality which could gather and collate information about the effects of the tax, 
and present it in orderly fashion to those in Washington who are responsible for 
our tax laws. 


34375—533——26 
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Accordingly, we organized ourselves into an informal conference, and retained 
the Eldean-Cain organization of Dallas and New York to direct the organization 
and assist in the preparation of the factual data we sought. In a couple of 
months we had the interest and participation of a hundred companies, from coa 
to coast, all having three things in common—small!ness, newness, and tax troubles 

sy gathering specific data on specific hardship cases, and projecting the effect 
of the law in terms of inhibited expansion and decreased employment, we were 
able to define and prove the inequities of the excess-profits-tax law to small ney 
companies. This data was submitted to the Senate Finance Committee and th 
House Ways and Means Committee. It was submitted to the Senate Small Busi 
ness Committee and we were given that committee’s unqualified cooperation and 
backing. 

The Senate Finance Committee amended the House-passed bill to give certain 
relief to small new companies, along the lines which we had sought. Notable 
among these relief provisions were the granting of the “growth formula” to new 
companies, and a graduated excess profits tax ceiling for small new companies 
during their first 5 years. 

Note I do not say that our efforts alone caused the Senate committee to grant 
this relief. We did not set ourselves up as a pressure group, nor did we operate 
like one. We sought, as I said before, to become an instrumentality by which the 
true facts could be communicated immediately to the taxmakers, having full faith 
that most of them, at least, would stand ready to correct unintended inequities 
We believe our instrumentality for communication was effective, and more than 
one member of both the House and Senate committees lauded our efforts as being 
a genuine service to them, in bringing to their attention facts which simply 
wouldn’t have reached them any other way. 

As I understand it, that is what this committee is doing, on a larger scale, that 
is, you are accumulating information from all parts of the country on the tax 
plight of small business, and that this information will be collated and published 
and used to document your efforts for more equitable tax treatment of smal 
enterprises, 

I hope, therefore, that the additional information which our group has heen able 
to develop since Congress adjourned last fall will be of value in this splendid 
project. We have continued the activities of the conference, in tax research and 
study, and expect to continue it as a means of communication between smal] 
business and Congress on into the critical session of 1953. 

Our approach to small business tax problems is divided into two phases: Excess 
profits taxes, and the so-called normal and surtax structure. Before taking up 
each of these phases, let me make a basic statement of principle. 

The present approach to corporate and business tax rates is wrong. Paul 
Cain and I have sat in committee hearings and in the gallery at congressional 
sessions where tax bills were being written, and the approach has always been 
to predetermine the amount of money required by some fantastic budget, and 
then write a tax bill designed to extract that amount of revenue from the tax- 
payers with no consideration whatsoever to the economic feasibility of either 
the extent of the tax or the method. Offhand, that might seem a logical way 
to do it, but it isn’t; no more logical than for a housewife to say to her husband: 
“John, I need $60 this week. I know you only earn $100 a week, and I know 
you'll have $20 held out in taxes, $5 deducted for the bank loan, $10 due to the 
grocery, and $15 due on the furniture, leaving you only $50. You still bring 
home that $60 or else.” 

That gives John three choices: He can skip some of his payments, and lose his 
furniture and his grocery line of credit: he can borrow from the loan sharks, 
thus hastening his ultimate disaster; or he can just quit his job, desert his 
wife, and go fishing. Small business has about the same choices today. 

The more enlightened prison camps in some enemy sectors have discovered 
that it is necessary to give their prisoners a certain minimum number of cal 
ories in food daily. Otherwise they won’t be able to perform their norm of 
work. Yet our tax system continues to cut lower and lower the capital diet on 
which business must feed to survive, without any regard to the irreducible mini 
mum below which business cannot be productive. 

All economic history tells the same story: ‘There are only two sources of 
expansion—risk capital and reinvested earnings. There is obviously a maximum 
of tax which any business can pay and still grow. There is a maximum of tax 
which any economy can pay and still grow. And growth is essential; to stand 
still is to decay. Our population is growing steadily; demands on our pro- 
ductivity are growing steadily. Why, then, can’t our taxmakers realize that, 
instead of writing a tax designed to produce whatever budget is dreamed up, they 
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must instead tailor their expenditures and budgets to the amount of revenue 
which our economy can safely produce? This involves a recognition of an ab- 
solute tax ceiling on companies in various categories, and I submit that it is 
toward such a principle Congress should work. 

I repeat, it is wrong, and fatal, to enact a tax law containing intricate for- 
muias and astronomical tax rates, and then sit back and wait to see how it works 
out. With the weaith of economic history and talent at our disposal, it should 
be relatively simple to determine a structure of safe maximums, and to write 
tax laws within those maximums. 

The fallacy of the present approach is already being demonstrated. Revenues 
this year, under record tax rates, are falling below the planners’ expectations. 
Why? Simply because they ignored the basic economic facts of life that some- 
where between 40 and 55 percent there exists a muximum of safe corporate 
taxation—an economic point of no return, after which revenues cannot fail to 
drop off no matter how high the rates are raised, because taxable profit cannot 
fail to be diminished. 

We are concerned primarily with small business at this hearing today. I know 
this committee has heard this expression before, many times, and I will not labor 
it. I will simply point out the inconsistency of a government which, on the 
one hand, curses monopoly and overbigness, yet, on the other hand, makes it 
impossible for small companies to survive on a competitive basis with larger, 
older competitors, I will point out the inconsistency of a policy which cries, 
on the one hand, for ever-increasing productivity 4vhich is, in times of world 
emergency, a sacred duty and, on the other hand, deliberately prevents the 
small, growing units of American industry from realizing more than a fraction 
of their growth potential. The future and survival of America is inevitably 
bound up with the survival and growth of the dynamic segment of business and 
industry, just as the fate of tomorrow depends on the youth of today 

With specific reference to excess-profits taxes, as affects small business and 
new business, let me submit to the committee the following data and comment 
developed from surveys of our conference participants. This data is based on 
information from approximately 100 companies, in all parts of the country, prin- 
cipally in manufacturing activities, all less than 6 years old, none employing 
more than 500 persons, none with assets of more than $5 million. The average 
employs less than 100 people, and has «essets of less than $500,000, 

A typical company in our small-business category will earn, before taxes, 
about $90,000 on assets of about $500,000. That’s 18 percent, and that sounds 
pretty good. But wait. This same average company has virtually no excess- 
profits-tax credit. The industry average rate of return applied to invested capital 
won't help him, because the industry average is based on a cross section includ- 
ing all the old, established companies with huge capital and assets, who accu- 
mulated them in periods of relatively low corporate taxation, and who can get 
along nicely on a relatively low-percentage return. Our small company has small 
assets to which to apply a rate based on competitors many times his size and 
age. The average net earnings base period will do him no good for the chances 
are he either wasn't in business or was operating at a loss during the base period 
years. So our average company depends on the statutory minimum excess- 
profits-tax credit of $25,000. That means he faces a potential S2-percent tax on 
more than two-thirds of his profit, which may be his first profitable year, after 
2 or 38 or 4 years of losses. 

True, the amendments in the 1951 act included a maximum limitation, after 
the first 5 years of existence, of 17 pereent of the total revenue ~ @Xcess profits- 
tax profit. So our average company, with an excess-profits-tax-credit average 
and typical to any small new enterprises just getting started, will pay a normal 
tax of $27,000; you know, Mr. Chairman, I hate to use word “normal” in con- 
nection with a 30-percent tax rate, a surtax of $14,300, and an excess-profits tax 
of $15,300, to a total of $56,600. This is an effective rate of 68 percent 

That isn't all. Our average company, at this point, owes about $40,000 in bank 
loans or hot debentures. Some of them owe more. The obligations are never 
long term or comfortable; immediate substantial reduction is mandatory. So 
out of the $33,400 our average company has left, it will have to pay from $15,000 
to $25,000 right away to keep the sheriff out of the plant. 

By this time, he’s been in business 5 or 6 years, and a lot of his equipment 
is either obsolete or worn out. Just to keep his present capacity going, mark 
that, not to expand and increase capacity, just te hold his own, he needs to add 
or replace equipment to extents varying from $15,000 to $50,000. No effort has 
been made to strike averages here due to the diversity of the types and purposes 
of equipment and tools, for which no common denominator can be established 
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Now, what about the future? What about expanded productivity, that golden 
xoal of all industry, so eagerly demanded by our Government in times of stress? 
What about expanded employment, new jobs, so happily demanded and antici- 
pated by the Secretary of Labor and the unions? 

By striking an average between a projection of the expansion potentials of 
the companies studied, as based on their individual growth rate during their 
own histories, and by relating that to growth factors of comparable companies 
of greater age, with adjustment for the dollar's prewar and postwar purchasing 
power, the average small company today needs at least an immediate 25 per- 
cent expansion factor, based on its last tax year, to realize its growth opportuni- 
ties. That means that our John Doe average company, with $500,000 in assets, 
could very well expand by 25 percent without overshooting his market. He could 
add anywhere from $50,000 to $125,000 worth of new equipment and facilities, 
here again no average is possible because of the lack of a constant ratio between 
cost and productivity of various types of equipment and facilities, he could 
expand his business to that extent within the limits of safe and sound manage- 
ment. Putting it another way, if he doesn’t do that, if he stays just as small 
as he is, he is going to lose business. He is going to see markets he created 
expand, without his being able to expand to satisfy them. He will see his busi- 
ness go to his competitors, who by virtue of large excess-profits-tax credits or 
large capital reserves, are able to expand to meet the demands of their op- 
portunities while he is not. 

So needing about $25,000 for repair and replacement, and about $75,000 for 
sound expansion, the John Doe company has $13,400 to do it with, after he’s paid 
the banker enough to keep him quiet for a while. No mention has been made 
of dividends to the stockholders, and none will be, in the foreseeable future. 

That Mr. Chairman, is the position of the average small company, according 
to our studies, with an existence of more than 5 years. The ceiling rates granted 
last year, starting with 5 percent for the first 2 years and increasing 3 percent a 
year up to the 17 percent maximum, saved the bacon for a good many companies 
last year. But it was only a stay of execution, and the relief was spotty rather 
than general. The John Doe case I have just cited is a company now out from 
under the relief umbrella; after 5 years, he is considered ready to compete on 
equal terms with General Motors. A company which achieves the stated earn- 
ings of the John Doe company in, say, its second or third year, would have been 
able to retain eight or ten thousand dollars more, due to the ceilings. But how 
many companies do that well in their first 2 or 3 years? Our average company 
operates at a loss for 2.6 years before showing a profit, and the first profit then 
is usually slim for a year or so. Don't misunderstand me, we are grateful for 
this relief granted last year and we are happy to have had a hand in making it 
possible. But we still have to live with hard economic facts, and we must realize 
that at best, it is a stay of execution. Someone must still face up to the fact 
that America has a definite stake in the development and expansion of small busi- 
ness, and that there is a safety maximum beyond which taxation simply can- 
not go. 

Now permit me to give you the conference position and recommendations on 
excess-profits taxes. Initially, it is our contention that this is an unwarranted 
tax and that it is misnamed. As I understand it, the philosophy behind a so- 
called excess-profits tax is to siphon off most of the earnings which develop as a 
direct result of supplying war materials or fulfilling war contracts. If that is 
true, it certainly is a misnomer. Fifty-five percent of our companies engage in 
no war-contract business at all. Many of them find their operations and markets 
strictured, not enlarged, by the defense program. Of the 45 percent who do any 
war business, only 10 percent derive more than 20 percent of their revenue from 
such sources. None of them exceeds the statutory limit set by the 1951 act to 
qualify for the relief provisions of that act. 

Further, why is the excess-profits-tax credit limited to 83 percent of the base 
period normal earnings? If the years 1946 to 1949 are alleged to reflect so-called 
normal earnings, what makes the last 17 percent of those earnings “excess”? 

I know why this credit percentage was reduced from 85 percent in the last 
session. It was simply because someone said, “We must raise an extra billion 
dollars or two, to meet this budget; we can get it, on paper, by adding 2 percent- 
age points to that portion of every corporation’s income to be subjected to the 
excess-profits-tax rate.” That may be expediency, but it isn’t economics. No 
thought was given to the fairness of such a proposal, whether or not in would 
subject honest, normal earnings to a tax rate designed for war profiteers, whether 
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or not it would cut back on needed expansion and improvements for hundreds 
of small companies, whether it would knock thousands of workers out of jobs. 

Let me amplify one other point before listing our specific recommendations on 
excess-profits tax. That is the matter of a new company’s base period. Why 
must excess-profits-tax credit forever be hitched to the years 1946 to 1949, when 
many companies were not in business during that period, or had only loss years 
in that period, or had only a few months’ earnings history? Must we assume 
that all industrial progress ceased by statute on the date of the Korean action? 

We all know that we are committed to some sort of garrison-state existence for 
years to come. Therefore, some degree of armament and war preparation has 
become and will be normal to our economy. Why not give every company, large 
and small, old or new, the fairness of an excess-profits-tax credit based on its 
own earnings history, weighted if necessary to compensate for periods of intense 
rearmament activity, but permit them to base their excess-profits-tax credit on 
their own earnings record, regardless of when it occurred? 

Specifically, the Young American Business Conference makes the following 
recommendations with respect to the excess-profits-tax law of 1950, as amended 
by the Revenue Act of 1951: 

1. Permit the law to expire, without extension or reenactment, at the time for 
its statutory expiration, June 30, 1953. It has been demonstrated to be unneces- 
sary and unworkable, not increasing gross revenue by enough to offset the ir- 
reparable damage it is doing to our economic machinery. 

2. Amend the law to give a minimum excess-profits-tax credit of $50,000 instead 
of the present $25,000. : 

8. Raise the excess-profits-tax credit to 95 percent of base-period earnings 
instead of 83 percent. 

4. Permit companies formed during or after the base period to utilize the best 
12 out of their first 48 months’ experience as their base period for excess-profits- 
tax credit. 

5. Break down the present industry average rate of return classifications into 
smaller and more specific categories more truly reflecting the activities and 
average earnings of various categories. Example: The plastics industry is now 
included under the chemical industry's rate of return. This is inaccurate; tne 
2 industries are different, 1 is young, the other is old; 1 requires a much higher 
rate of return for normal development than does the other, which is pretty well 
developed. 

6. Extend the present 5-percent excess-profits-tax rate now applying to a 
company’s first 2 years of existence to the company’s first 5 years of earnings, 
not first 5 years of existence, but first 5 years after the profit point is reached, 
and then commence the graduated scale of 3 percent annual increase. 

7. Permit credit for the retirement of bank indebtedness contracted prior to 
the enactment of the law before computing excess-profits tax. 

8. Make such amendments retroactive to effective date of the law. 

With respect to normal and surtax rates, we urge the following: 

1. Reduce normal tax rate to 25 percent and, if necessary, put the 5 percentage 
points back on the surtax rate. You will recall that this was the way it was done 
originally in the 1951 Revenue Act, and that at the last minute, in the joint 
conference, the 5 percent was moved back on normal tax. That was another 
example of the policy of expediency rather than economics. Evidently the con- 
ference felt it had to find so-many-thousand more dollars somewhere. That was 
a predictable way of raising a predictable figure, simply by taking the total 
number of taxpaying corporations, and arbitrarily assessing each of them $1,250, 
without regard to size. To the giant corporations of the land, that represented 
a tax increase of perhaps one one-thousandth of 1 percent. To the small com- 
panies, it was an increase of 3 percent, or 5 percent, or even more. 

2. Increase surtax exemption to $50,000 from the present $25,000. 

Mr. Chairman, the Treasury, the Revenue Department, and the tax com- 
mittees of Congress should look at this problem this way. It is their job to 
raise funds to run this country without depleting the country’s ability to produce 
those funds. It is to extract the necessary number of golden eggs without 
killing the goose. Tax relief for small business would be the best capital invest- 
ment this Government could make. For every dollar you take away from small 
business today in taxes, you will lose $5 in the next 3 years, in revenue you 
could have collected later on larger taxable incomes made possible by increased 
productivity and increased employment. The Senate Finance Committee esti- 
mated that the relief granted us last year would amount to $60 million as 
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applied to all affected companies throughout the country. I can tell you that 
virtually all of those $60 million are being put back to work in the companies 
which earned them, and that they ultimately will be responsible for the pro 
duction of many times that amount of revenue in the form of normal taxes on 
expanded national income. The same will be true of any and all relief granted 
small business under our present tax rates. 


Ampex Frecrric Corp., 
Redwood City, Calif., May 25, 1958. 
House SMALL Bustness CoMMITTFE, 
Old House Office Building, Washington, D. C 
(Attention Mr. David’E. White.) 
GENTLEMEN: For your information, I am enclosing a copy of a letter which 
I have today written to the Honorable Daniel A. Reed along with six copies 
of the statement which I have submitted to him in lieu of personal appearance 
Respectfully yours, 
GrorGE I. Lona, 
Vice President and General Manager. 


Ampex Evrectrric Corp., 
Redwood City, Calif., May 25, 19538. 
Hon. Dante A. Reep, 
Chairman, Ways and Means Committee, 
House Office Building, Congress of the United States, 
Washington, D. C. 

My Dear Mr. CHAIRMAN: My associate, Mr. J. R. MeMicking, has told me 
of his recent visit with you and, at his suggestion, I am enclosing 30 copies 
of a statement in lieu of personal appearance, setting forth the harmful effects 
that the excess-profits-tax law has had on our small growing company, and 
urging your committee to do all in its power to allow this discriminatory law 
to terminate on June 30 next. 

Respectfully yours, 
George I. Lona, 
Vice President and General Manager. 


P. S.—Attached to the enclosed statement is a copy of a telegram which 
I forwarded to President Eisenhower on May 19. 


STATEMENT IN Liev OF PERSONAL APPEARANCE 


Hon. Danie. A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C 


PURPOSE OF STATEMENT 
To urge that the excess-profits-tax law be discontinued on June 30, 1953. 


HISTORY OF COMPANY AND NATURE OF OPERATION 


Ampex Electric Corp. was founded in 1946 for the purpose of making light- 
weight electric motors and generators. In 1947 it became interested in the 
development of a new product, namely, a high-fidelity magnetic tape recorder. 
This machine was originally conceived as an improved recording mechanism 
for use by recording companies and radio stations. The product was intro- 
duced commercially in the summer of 1948. The reliability of the machine 
and its ability to record all kinds of electrical information with great accuracy, 
and simultaneously in multiple channels, gave this new device unusual industrial 
significance. 

The unique advantages of this new recording technique resulted in a wide- 
spread demand for installations in varied manufacturing plants and laboratory 
facilities throughout the country. While a portion of the demand has been 
for equipment of military end use, the overall demand has been of such pro- 
portions as to indicate that the growth would have been even greater in the 
absence of the Korean war situation. 
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FINANCIAL FIGURES 


{In thousands of dollars] 


| Profit be- 
Fiscal year end- fore Fed- Normal Excess 
ing April 30 eral income | and surtax | profits tax 
| taxes 


Total Fed Net profit 
eral income retained 
taxes for growth 


Number of 
employees 


1948 
1949 
1950 
1951 
1952 
1953 estimate 


Total 
1 Denotes red figure. 


The maximum 18 percent excess-profits tax applies regardless of any relief 
alternatives presently in the law. 


Capital and indebtedness, Apr. 30, 19538 
Bank loan in ttines ; ae $275, 000 
Debentures___—- re . bc ; ‘ s 650, 000 


Advances by stockholders. ss 


Total indebtedness 
Capital and surplus 


185, 000 


Se 
355, 000 


Total . , 4 1, 465, 000 


OBSERVATIONS 


(1) Total sales for the past 6 years amounted to $7,508,000 and a profit of 
6.83 percent on these sales, or $514,000, was realized during the 6-year period. 

(2) From the $514,000 earnings in 6 years, $248,000 was required to pay the 
normal tax and the surtax, leaving $266,000. Under the existing excess-profits- 
tax law, these earnings were considered excessive, and an additional excess- 
profits tax of $95,000 has been levied against the company. There remains only 
$171,000 in net earnings for 6 years, or 2.28 percent of sales, and this is what 
has been left to finance the growth of our company and attract new capital. 
Annual sales have increased from $135,000 to $3,351,000 during the period. 

(3) Circumstances have forced the company to adopt the questionable financial 
policy of financing its growth through heavy bank and other borrowings rather 
than permitting it to follow the sounder policy of obtaining capital from retained 
earnings and the sale of equity securities. 


CONCLUSION 


The excess-profits-tax law has unfairly penalized our small company and has 
prevented its growing on a proper and sound financial basis. Retained earnings 
are obviously inadequate to finance the natural development of the company 
and there is little incentive for new capital to risk the uncertainties of a young 
venture when the tax laws discriminate against it and favor the well-capitalized, 
seasoned companies who are permitted to carry proportionately lighter tax loads. 

We respectfully urge the long-overdue termination of this discriminatory and 
un-American law on June 30 next. 

Georce I. Lona, 
Vice President and General Manager. 


AMPEX Ecectrric Corp., 
Redwood City, Calif., May 19, 1953 
President EISENHOWER, 
White House, Washington, D. C.: 
Extremely disappointed and disillusioned tonight in your stand on excess- 
profits taxes. In view of my belief in your basic sense of fairness and equity 
I am at a complete loss to understand your even temporarily endorsing this law 
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which is recognized to be fundamentally inequitable by all informed people. 
Every thinking American must concur and support your efforts to balance the 
budget but this must be done by taxing all corporations equally even if increased 
rates are required. I condemn a politically expedient decision which penalizes 
small growing 7-year-old companies like ours employing 300 people and which 
at the same time permits well-capitalized seasoned companies to carry a propor- 
tionately lighter tax load. 
GrorceE I, Lone. 


SMALL DEFENSE PLANTS ADMINISTRATION, 
Washington 25, D. C., May 21, 19538. 
Hon. Horace Seety-Brown, Jr., 
Chairman, Subcommittee No. 2, Select Small Business Committee, 
Old House Office Building, 
Washington 25, D. C. 


DEAR CONGRESSMAN SEELY-Brown: I am enclosing, in original and four copies, 
herewith for filing with your subcommitttee, our statement in connection with 
the impact of taxes upon small business. 

Incidentally, I should like to express our sincere appreciation for the sym- 
pathetic understanding of our position in this matter that we have received from 
you and your staff. 

Sincerely yours, 
JEROME S. PLAPINGER, 
Acting General Counsel. 
STATEMENT OF SDPA FILep on May 21, 1953, wirn SuscomMmirree No, 2 rn 
CONNECTION WITH A HEARING ON THE IMPACT OF FEDERAL TAXES ON SMALL 
BUSINESS 


The Small Defense Plants Administration wishes to express its thanks to the 
chairman and members of the subcommittee for affording the Small Defense 
Plants Administration the opportunity of indicating to you our efforts in the 
field of taxation and to state for the record the expressions that we have 
received from small-business men all over the country concerning the impact of 
Federal taxes upon their concerns. 

SDPA was created pursuant to section 714 of the Defense Production Act of 
1950, as amended, and in accordance with that section its principal programs 
are in the field of Government procurement where it has sought to obtain for 
small business a fair share of such procurements and in the field of financial 
assistance where its primary concern is to alleviate the ever-present problem of 
the small-business man obtaining working and expansion capital. One of our 
principal statutory tools is the joint determination technique, whereby our 
representative and the representative of the Government’s procuring activity 
jointly determine whether all or part of a specific procurement is suitable for 
performance by small-business concerns If it is so determined, bidding on the 
portion of the procurement so restricted is limited to small-business concerns. 
The other principal statutory tool is the certificate of competency whereby if the 
situation warrants, we certify a small-business low bidder to be competent both 
technically and financially again with respect to a specific procurement and our 
certification thereby becomes conclusive on the contracting officer both as to the 
financial ability and technical ability of the bidder. Our certification as to 
financial ability does not necessarily mean that the bidder is financially capable 
without further monetary assistance, to perform the procurement. More often 
it means that our financial assistance staff believes that the bidder is a good 
credit risk, and the soundness of their judgment has been borne out by the 
fact that in all eases where the certified bidder has applied to RFC for a loan, 
his application has been granted. In other cases, private financing is arranged. 
I might add that private and other sources of financing are completely explored 
prior to our recommending any loan application to the RFC. 

In the execution of our statutory responsibilities we have been constantly 
confronted with testimony from small-business men as to the constricting effect 
of Federal taxes upon their businesses. We have been repeatedly informed that 
the tax structure seriously inhibits the ability of small business to obtain capital, 
to retain earnings, and to finance expansion, and the acquisition of machinery 
and equipment-replacement. 
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These tax problems together with the problem of “double taxation” of cor- 
porate earnings, have appeared with such constancy that the conclusion is in- 
escapable that they have vitally affected “the means by which the productive 
capacity of small-business firms can be most effectively utilized for national 
defense and essential civilian production,” which it is the duty of this agency 
to ascertain and coordinate (sec. 714 (d) (1)). We do not mean to suggest, 
however, that this “tight” capital situation is solely attributable to taxes, nor 
do we suggest that reduction in tax rates will solve the problem of available 
capital for small business. 

Since we do not possess trained tax personnel and inasmuch as the limited size 
of our staff precluded any extensive operation in the tax field we arranged for a 
study to be made of the various tax problems affecting small business, by Mr. 
Karl Riemer, of Washington, D. C., an attorney and tax specialist possessing 
extensive experience in the field. This expert was asked to prepare an analytical 
report and include in his report recommendations concerning changes in the 
Federal tax laws which would aid small business without derogating from the 
national interest. In connection with the preparation of this report, our expert 
consulted with small-business men and in that way, we believe, was able to 
pinpoint the tax areas in which small business feels the greatest pinch. 

In mid-January a copy of this report was sent to this committee. The pro- 
posals contained in the report are made specifically dependent on necessary 
Federal revenue levels. Thus, Mr. Riemer recommends: 

1. If the current tax revenue level of $70 billion has to be maintained: 

In the event of the retention of the excess-profits tax : 

(a) Establish a minimum excess-profits tax credit of $100,000 as against the 
present minimum credit of $25,000. The report indicates that the loss in revenue 
for such a proposal would be (based on 1951 receipts) $47 million in the $25,000 
to $50,000 bracket and $128 million in the $50,000 to $100,000 bracket, plus 
“some modest additional amount from the over $100,000 corporations.” 

(b) (i) For “fringe area” firms with a net income of “just over’ $100,000, if 
the invested capital base is used, he proposes a 20 percent rate of return on the 
first million dollars of invested capital (rather than the present 12 percent on 
the first $5 million) and (ii) if the “industry rate of return” method is used, he 
proposes added business incentive by increasng the rate to “the extent appli- 
cable” to 50 percent on the first million dollars of assets (this figure is based 
on the capital generally required for 100 employees). 

(c) Eliminate all corporate taxes on the first $10,000 distributed to stock- 
holders by approximate deduction or credit. This proposal is designed to correct 
the “double tax” problem referred to above, and make small business more 
attractive to outside equity capital. It is stated this result in a loss of approxi- 
mately $500 million of tax revenue. 

2. If a tax revenue level of $60 billion must be maintained (after the various 
“builtin” statutory reductions in corporate (normal tax and abolition of excess- 
profits taxes), excise and individual rates effective in 1953 and 1954) : 

Eliminate the 22-percent corporate surtax on business with net incomes from 
$25,000 to $100,000. This, it is stated would result in a total loss of tax revenue 
of $1,126 million ($383 million in the $25,000 to $100,000 bracket and $743 mil- 
lion from the over $100,000 group). Mr. Riemer states that this loss would be 
adequately made up ($1,044 million) by a “modest” increase in the surtax from 
22 to 25 percent. 

3. If the tax revenue level may be permitted to fall “appreciably below” $60 
billion: 

(a) Increase the dividend deduction or credit up to $100,000, as revenue needs 
permit. 

(b) If corporate assets do not exceed $1 million, permit 50 percent of the 
permissible depreciation base to be utilized at the discretion of the taxpayer. 
This proposal would provide opportunity of quicker recovery of investment in 
tangible assets. This principle emphasizes the economic rather than physical 
life of the assets, which presumably is the bases of the straight-line method 
currently in use. It would also stimulate tool replacement and if workable, the 
50-percent option could be extended to a 100-percent option. 

In addition to the proposals contained in the report, we have received sug- 
gestions concerning the need for clarification of the provisions of section 102 
of the Internal Revenue Code. We have been told that small-business firms under 
a misapprehension as to the operation of this section often make distributions 
to their stockholders in order to avoid the risk of being assessed under this sec- 
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tion, thereby depleting moneys that could otherwise be utilized in the business. 
We have received many comments favoring adoption of the “partnership option” 
whereby the small corporation would be taxed at no greater rate than if the 
corporation were taxed as a partnership. We have also received suggestions 
covering some form of deduction or exemption for earnings retained for use in 
the business, as well as with respect to amendments in section 165 of the Internal 
Revenue Code to permit the inclusion of owners of unincorporated businesses 
in pension, annuity, and deferred profit-saving plans and to allow contributions 
therefor as a permissible deduction under section 23 (p) of the code. 

While we are not in a position to appraise either the report prepared at our 
request or even the many suggestions that we have received from small-business 
men, yet we hope that we have rendered a real service to the small-business com- 
munity by bringing these suggestions and the report to your attention. 

Once again may we express our appreciation to the chairman and the mem 
bers of the subcommittee for this opportunity. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington 6, D. C., May 15, 1953. 
Hon. Horace Seery-Brown, Jr., 
House Office Building, Washington 25, D. C. 

Dear Mr. Srety-BrowN: Mr. Arch Booth has asked me to reply to your recent 
request for the views of the Chamber of Commerce of the United States with 
reference to the effect of the present tax structure on the small-business 
community. 

Business today, without distinguishing between large and small enterprises, 
suffers primarily from two main tax problems: High rates and basic inequities 
which have been written into the Internal Revenue Code. 

Extreme rates of tax, both on corporations and upon individual enterprises, 
have seriously restricted business in its efforts to expand and to benefit the 
economy through the production of additional goods, the provision of enhanced 
services, and the creation of new employment opportunities. 

New enterprises have encountered exceptional difficulty in securing adequate 
equity financing from the traditional sources. High taxes upon income have 
depleted available funds. Potential investors have too little left for investment 
or find the likely returns too small to warrant the risk involved. Many firms, 
both large and small, have abandoned growth programs because of the high costs 
involved and the meager after-tax returns which may be anticipated. 

Many firms have found adequate funds available for borrowing but have 
hesitated to adopt this form of financing because of the fiscal rigidity which this 
method engenders. 

Small business, with its obviously small retainable funds and other inadequate 
sources of financing, is frequently prevented from growth in the degree necessary 
to render it capable of effective competition with other, better established firms 
within its industry category. It is also prevented from establishing reserves 
sufficient to protect it against the dangers of general business recession or 
industry suppression. 

Reduction of rates will generally depend upon rigid economy in Government 
activities and sharp reductions in the level of expenditures for activities which 
are excessive, unnecessary, or postponable. 

The national chamber has already informally submitted some 86 suggestions 
for changes to the staff of Joint Congressional Committee on Internal Revenue 
Taxation. A copy of these suggestions is attached. 

Proper revision of the rates of tax—both corporate and individual—and 
rapid elimination of code inequities would do more to aid business and the 
economy as a whole than any other single action the Congress could take. The 
tax problems of small business differ only in degree from those of all business. 

Cordially yours, 
CLARENCE R. MILEs. 
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STATEMENT OF THE SMALL-BusINESss TAx PROBLEM BY THE NATIONAL ASSOCIATION 
OF MANUFACTURERS 


The National Association of Manufacturers appreciates the opportunity to 
file this statement with this Subcommittee of the House Select Committee on 
Small Business. 

‘The association is composed of over 19,000 manufacturers, of which at least 
83 percent come within the category of small business. While most of chese 
members are corporations, a significant number are unincorporated. The 
association’s taxation committee is composed of 254 representatives of members, 
heavily weichted for small- and medium-size concerns, and also including a 
number of unincorporated businesses, drawn from most segments of industry, 
and all sections of the country. 

Through this broad based representation of industry, small and large, we 
believe that our tax programs are well devised to solve the fundamental prob- 
lems of taxation as they affect all business. The current Federal tax program 
of the association, as revised through May 13, 1953, is attached hereto as 
appendix I. 

It is good to see the House Small Business Committee is devoting its attention 
to the broad gaged purpose of evaluating the effect of present taxes on small- 
business opportunity and incentive. Like the population of the country as a 
whole, the business population needs a sturdy birthrate and low infant mortality 
The most direct way to assure this is by correction of the tax impediments to 
an economically healthful climate for small business. 


The source of the small-business tax problem 

The high level of Federal spending, and of overall tax burdens, in recent years 
has tended to obscure the problem of taxation as it affects business vitality and 
growth. As great as is the burden of taxation on the entire economy, it is not 
the average level of taxation which impedes and retards economic development 
and growth. Instead, it is the inclusion in the tax structure of tax methods 
which, by their nature, both destroy capital and discourage its use. Business 
can prosper and grow under tax methods which distribute the burden of taxa- 
tion, to support necessary public expenditures, reasonably fairly and equitably 
throughout the economy. Prosperity and growth are threatened under high 
rates of discriminatory and selective taxation. 

It is an unfortunate fact that the Federal tax structure has not been developed 
with special regard for the impact on business operations. Present tax excesses 
stem from tax philosophy, stubbornly adhered to in many quarters, that tax 
policy should be based on social instead of economic considerations. There is 
urgent need for an overhauling of the entire tax structure with the special 
objective of removing, as rapidly as possible, the penalties now inflicted on 
successful business operations. 

No part of the present Federal tax structure is well devised in relation to its 
economic impact. However, the problem before this committee, and to which 
we are addressing ourselves, is the effect of present taxes on small-business 
opportunity and incentive. The problems of small business vary as to whether 
they are incorporated or unincorporated, have been newly developed, or have 
been long-established. It is only in the field of the individual income tax in 
which their interests become merged and inseparable. With the exception of 
the excess-profits tax, it is this tax—on individual income—which poses the 
greatest threat to the health of small business and, in fact, to the survival of a 
free-enterprise system. 

The excess-profits tax has the narrowest base of any of our major taxes. It 
is fantastically discriminatory. It is a job-killing tax of the worst sort. It 
puts a penalty on efficiency and progress, particularly punishing small, new, 
and growing business. Such a tax has no place in our tax structure at any time. 
Its bad effects are generally admitted, both in and out of Government. Termina- 
tion of the excess-profits tax will not solve the basic problems of taxation of 
small business as a whole, but for those small companies which are especially 
affected, it is of the most critical importance. Attached as appendix II is a 
report on an analysis of a survey on the impact of the excess-profits tax, con- 
ducted among NAM membership, entitled “Industry's View on Excess Profits 
Tax—Or Excess Tax?” 

The remainder of this statement will deal with the individual income tax, and 
especially the progressive element thereof. In its application to their individual 
income, this tax affects small-business men alike, whether their businesses are 
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incorporated or unincorporated. Both the opportunity for small business and 
the incentive to work hard, expand, and progress can be measured only in terms 
of individual income. The incorporated business suffers the additional burden 
of the corporate income tax. ‘To the extent that the corporate tax is greater 
than the additional individual tax which would have been paid if the business 
were unincorporated, a penalty is inflicted on the fact of incorporation. 

It is a fine thing when new, small incorporated businesses are able to grow at 
a rapid pace out of internal savings. But, much expansion of such concerns is 
dependent upon the procurement of outside capital in any form. The smaller 
companies, or those which have not yet established a solid earnings record, are 
handicapped in seeking debt capital. Moreover, it may be undesirable, or even 
dangerous, for a growth company to depend too heavily on debt capital, even if it 
were available. Thus, the fundamental solution to the growth problem is greater 
availability of outside venture or equity capital. As with unincorporated busi- 
ness, the availability of venture capital in the hands of individuals is a matter 
of individual income. It is the individual tax which, in the final analysis, is 
most serious in limiting the opportunities, and deadening the incentives, for the 
development and expansion of small business as a whole, incorporated and 
unincorporated. 

Structure of the individual income tag 

The destructive feature of the individual income tax is its sharp progressivity. 
This can best be seen by looking at the basic and the progressive elements of the 
tax as if they were separate and independent structures. That is, the basic 
element is the first-bracket rate and its equivalent percentage-point component 
of higher bracket rates. This is currently 22.2 percent. As the rate scale is 
written into the law, there is no distinction at given income brackets between 
this basic rate and the superimposed progression. Only the combined total rate 
on the marginal income is given. Thus, the progressive element as such has not 
been clearly seen, and hence not properly evaluated either as regards its revenue 
yield or its retrogressive effect on economic incentive. 

The table which follows is designed to show the separation of the basic and 
the progressive elements in the income-tax structure. Column 3 gives the rate 
scale as established by tax law. Column 4 is the rate factor representing the 
normal or basic tax in each income bracket. It is, of course, 22.2 percent in each 
case. Column 7 shows the rate factor which is the true progressive element, 
that is, the difference in rate points between the normal or basic rate and the 
overall bracket rate as determined by statute. 

The effect of these two sectors of the individual income tax as to revenue yield 
is illuminating, and may come as a surprise to those who have been hitherto con- 
vinced that the progressive income tax was primarily a “tax the rich to spare 
the poor” scheme. Of the total $31.9 billion of total income-tax liability for 1953, 
$26.7 billion, or 84 percent, is derived from the basic-rate element. And the pro- 
gressive element, which ranges in rates from 2.4 percent on the $2,000 to $4,000 
income bracket, to 69.8 percent on income in the bracket from $200,000 and up, 
in contrast would yield only $5.1 billion, only 16 percent of the total yield. 
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Distribution of tax rates and yields by basic and progressive elements of rate 
structure, 1958 


[Dollar amounts in millions] 
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Total 


In other words, after the basic rate is applied to income in any and all in 
come brackets, the additional revenue gained by application of the various rates 
of the progressive element accounts for only an eighth of total revenue from 
the individual income tax. 

This is the tax that was sponsored ideologically on its social merits. Hook, 
line, and sinker this bait was accepted. And its threatening significance was 
seen by only a few. Karl Marx was one who long ago saw it for what it was, 
though. He considered a highly progressive income tax a strategic weapon 
against the middle classes and private capitalism. His logic was simple, and 
irrefutable: Destroy the incentive and capacity of private investment through 
heavily graduated income taxes and all private economic initiative and ability 
will be destroyed. It is as simple as that, and as true. 

Look at the impact of this tax on the middle incomes, from the revenue 
standpoint. Of the $5 billion in revenue produced by the progressive element 
of the rate structure, only $1,340 million comes from taxable incomes of $32,- 
000 and over. The remainder, or $3,670 million, is taken from the pockets of 
those who pay progressive rates on taxable incomes between $2,000 and $32,000 
The conclusion is clear—to the extent that progressive taxation is important 
revenuewise, it is mainly because of the burden placed on the middle incomes. 

The heavy graduation of the progressive element can be seen in column 7 
of the table. The relative effect of these rates revenuewise is shown in column 
9. In the first income bracket above that on which the normal or basic rate 
is levied, the progressive element accounts for only 10.8 percent of the full tax 
liability for that bracket. But at the $12,000 bracket, the progressive element 
alone produces half of the whole yield from that bracket. Further evidence 
of the destructive concentration of the tax burden on the middle classes is the 
fact that the halfway mark in the progressive rate element (33.8 percent) is 
reached at the income bracket level of $16,000 to $18,000, thus half of the pro- 
gressive rate increase is applied on the first 8-9 percent of taxable income. 
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The destructiveness of the progressive element on investment incentive and 
capacity is indicated in column 9 which points up the confiscatory nature of 
heavy graduation. The farther up the income bracket scale, the higher is the 
portion of the total yield from any given bracket which is provided by the 
progressive element. And the lesser is the residual capacity for private in- 
vestment. 

Progression has, from the time of Marx, been misunderstood as “ability to 
pay.” Simply stated, progression means that the more a man makes, the less 
of that additional income he can keep. The more he makes, the disproportion 
ately heavier his taxes become, and the correspondingly lower becomes his 
ability to pay for anything else—such as more stock for his business, more em- 
ployees, or better pay, to increase production, additions to plant and equip- 
ment. In short, the farther up the income tax rate scale he progresses, the less 
able he is to enhance the source of his or others’ income, either by expanding 
his own business or investing in the business of others. 

It is true that the $5 billion revenue from the progressive element is only a 
relatively small part of total Federal tax receipts, but of itself, it is a vigorously 
potential amount of money. If only half that much were to find its way into 
the equity investment stream, a tremendous resurgence of enterprise, and confi 
dence in the economy, could be expected. And quite the contrary is to be ex- 
pected if this excessive drain on capital potential is to be continued. 

The economic need for removing the tax penalty on saving, investment, and 
production, which heavy progressivity involves, is greater than generally ap- 
preciated. On the average, it takes about $12,000 of investment in new plant 
and equipment to provide 1 business enterprise job for 1 worker. As many 
as 6 million new jobs may be needed to employ the 1960 labor force. That means 
new investment for net expansion of some $72 billion. In the last 7 years, com 
parable investment has totaled only $30 billion to $40 billion. It has not gener- 
ally been realized that 80 percent of the investment for new plant and equip- 
ment has gone for replacement of used-up capital values—at actual costs much 
above the depreciation allowances included in business accounts. Thus, only 
20 percent of the $20 billion or $30 billion annually invested in new assets has 
provided for new jobs. 

The same study from which these data were developed also gives evidence 
of the impediment progressive taxation has been to the capital assets situation 
of small business Most small businesses are unincorporated, and in the postwar 
years, the nonliquid assets of these businesses have not increased at all, when 
allowance is made for higher replacement costs. 


Proposal 

Clearly, the time has come to make a direct frontal attack on high progres- 
sive rates. This could be done within the broadly constructive purpose and 
the permissive scope of the Committee on Small Business. It is the earnest hope 
of the NAM that the committee will take this opportunity to focus attention 
on the critical economic effects and implications of the progressive element in 
the income-tax structure. 

Correction, naturally, lies in control, if not elimination of progressivity. This 
could be achieved in various ways. Many ways have been suggested. Of them, 
the long-term solution may well be in the formula of the Reed-Dirksen resolu- 
tion,’ that is, a maximum spread of 15 percentage points between the top and 
bottom rates whenever the top rate exceeds 25 percent. But the time-consum- 
ing procedures of effecting a constitutional amendment preclude any immediate 
relief or improvement. ‘Therefore, a first step must be sought which will offer 
amelioration without unduly hampering revenue results. 

Actually, it would cost very little to combine a worthwhile reduction in pro- 
gressive rates with the reduction for all income taxpayers scheduled to occur 
at the end of the year. For example, suppose the adjustment affecting the 
progressive rates was made on the basis of a choice between the 1950 rates 
or a flat 25-percent reduction in the progressive element of each bracket. The 
1950 rates would produce a greater reduction in the taxable brackets up to 
$10,000, but the 25-percent cut in the progressive element would produce a greater 
reduction in each bracket above that level. This would narrow the range of 
the progressive element from 69.8 percentage points to 54.5 percentage points 
and produce a new top rate of 74.5 percent instead of 92 percent. 


1H. J. Res. 103 and S. J. Res. 238. 
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This would be a real step in the right direction and it would not cost very 
much since, as already shown, comparatively little revenue results from the top 
rates. The estimated loss of revenue from reverting to the 1950 rates is $3.1 
billion. The additional cost of the suggested alternative would be only $469 
million, or the difference between the totals o umns 5 and 7 of the table 
attached as appendix III. This would be a small price to pay for so important 
a result. 

if reduced Government expenditures permit further tax cuts, perhaps a year 
later, the next step could be another 25-percent cut in the | essive element. 
Chis would involve revenue loss of a little over a billion dolla lwo 25-percent 
cuts in the progressive element would bring the structure within shooting range 
of the Reed-Dirksen formula. 

Conclusion 

Beyond the particularly depressive effects of the excess-profits tax on small 
business, the tax problems of the small-business man stem directly from the 
destructive character of the progressive element of the individual income tax. 
The development, maintenance, und expansion of both incorporated and unin 
corporated small business are dependent on the availability of private capital 
for investment. And private capital formation is being reduced and prevented 
by the continuance of highly progressive individual income taxes. Any tax re 
vision which does not recognize and start to correct this major evil in our 
tax structure is temporizing; for, this is the tax problem of our times. The 
benefit to be derived from courageous action to control progression is unlimited. 
All business—both small and large—and all citizens will benefit; not only from 
tax relief but from the released economic potential of the freed funds 

Respectfully submitted. 

Frep Mayrae, II, 
Chairman, Tazation Committee, 
National Association of Manufacturers. 


APPENDIX I 
FrepeRAL TAx PROGRAM OF THE NATIONAL ASSOCIATION OF MANUFACTURERS 


(Adopted by NAM taxation committee, approved by the NAM board of directors, 
and revised through May 13, 1953) 


INTRODUCTION 


Leadership in the formulation of constructive programs inyolves consideration 
of short-term situations and long-range objectives. This program of Federal 
taxation brings together these distinct, but related, aspects of the problem. 


I. THE LONG-RANGE OBJECTIVES 


(a) Some desirable characteristics of the ultimate Federal tag structure 


The primary purpose of Federal taxation should be only the provision of rev- 
enue sufficient to cover the cost of the services required to be performed by the 
Federal Government. Payment of these necessary taxes involves a burden on 
the citizens and the most essential obligation of Government is to seek a distribu- 
tion of this burden that will be reasonable and equitable upon all citizens and 
that will, at the same time, impose the minimum impediment upon the growth 
of the economy. The strain of financing large, extraordinary requirements has 
led to the introduction of discriminations, inequalities, and excesses which should 
be recognized as such, and which should be eliminated as rapidly as possible. 
Their removal involves a diminished emphasis upon the income taxes and the 
introduction of a broadly based tax system under which adequate Federal 
revenues could be provided without resort to excessive rates of tax at any point 
and without the discrimination and inequalities that are inherent in an unbal- 
anced tax structure. 

In proceeding, within the framework of a balanced budget, toward the ultimate 

oals of this program, it is necessary to recognize certain priorities in the order 
of tax relief. Those contemplated in this program are termination of excess- 
profits tax, termination of 1951 individual tax increases with some downward 
adjustments, and then downward adjustment in the regular corporate ta? 
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(b) Control of the Federal power to tax by constitutional amendment 

(1) The most conspicuous case of excessive tax rates and the inequality 
resulting therefrom is in the income taxes. The sixteenth amendment to the 
Constitution was ratified by the States in 1911 and 1912 on the assurance of its 
proponents that the rates of tax on income would never be excessive. 

These assurances have not been kept. On the contrary, Federal rates of tax 
on income have been advanced to exorbitant levels, in consequence of which the 
Federal tax structure is seriously unbalanced; thrift, initiative, and enterprise 
are heavily penalized; the survival of the middle-income groups is threatened by 
the leveling-down process ; and the long-range capacity of the economy to provide 
jobs and advance its standard of living is endangered. Moreover, the discrimina- 
tory rates of income tax have created a dangerous disunity among taxpayers, 
have had a serious effect on taxpayer morale, and increasingly encourage a 
general disrespect for tax laws and administration. 

In view of these conditions, the time has come to impose a limitation, by 
constitutional amendment, on the Federal power to tax incomes. This should 
be done by limiting the power of Congress to impose income taxes to a maximum 
top rate of 25 percent, with power, however, by a vote of three-fourths of all the 
Members of each House, to fix a maximum top rate in excess of 25 percent, if 
such rate so fixed does not exceed the lowest rate by more than 15 percentage 
points. There should also be a provision to the effect that the determination 
of income subject to tax shall be by uniform rules of general application which 
shall not vary with the size of the income, 

(2) Such amendment should also deprive the Federal Government of the power 
to impose death and gift taxes and leave that field of taxation exclusively to the 
States. 


Il, THE INDIVIDUAL-INCOME TAX 


(a) Rate revision 

The increase from 20 to 22.2 percent in the first-bracket rate of indi- 
vidual-income tax, levied by the Revenue Act of 1951, should be terminated on 
schedule or earlier if possible. As the first step in narrowing the range of pro- 
gression, the rates above the first bracket should be reduced by reverting to the 
pre-1951 rates, or reducing the progressive element of each bracket rate of the 
1951 scale by 25 percent, whichever produces the lower top rate in each such 
bracket. There should be further reductions in the first-bracket rate as quickly 
as possible. As the second step in narrowing the range of progression, the 
progressive elements should again be reduced by 25 percent, effective January 
1, 1955. Thereafter, the number of taxable income rate brackets should be 
sharply reduced in moving toward the ultimate goal of a range of progression 


not in excess of 15 percentage points whenever the top rate exceeds 25 percent. 
(b) Personal exemptions 

Personal exemptions should remain at the level established by the Revenue 
Act of 1948 as a means of continuing tax relief to individuals. 
(c) Double taxation 


The present high-tax rates on individual and corporate income intensify the 
impact of double taxation. Resolution of this problem should have high priority 
in the list of needed tax reforms. 


(d) Withholding 


The extension of withholding of tax to forms of income other than wages and 
salaries would cause serious hardships to thousands of small-income recipients 
by collection of money as taxes when there is no tax liability in fact, and hence 
should not be authorized. 


(e) Installment payment date 


The time for payment of the fourth installment on the declaration of estimated 
tax should be extended from January 15 to January 31. 


Ill, THE CORPORATION-INCOME TAX 
(a) Taw favoritism 
(1) Federal taxation of all competitive enterprise should be fair and equal, 
and no tax favoritism should be shown any competitive group, whether it be 
private, corporate, cooperative, or association. 
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(2) In the case of corporations not organized for profit and no part of the 
net earnings of which inures to the benefit of any private shareholder or indi- 
vidual, the Federal income-tax exemption privilege should be eliminated with 
respect to that part of their net income which is derived from the actual opera- 
tion or management of business enterprise. 


(b) Bxcess-profits tax 


This job-killing tax should be allowed to expire on its scheduled termination 
date of June 30, 1953. 


(c) Rate revision 
The 5-percentage-point increase in the normal corporate rate, levied by the 


Revenue Act of 1951, should be allowed to expire on its scheduled termination 
date of March 31, 1954. 


(dad) Rates on smaller corporate income 

The present high level of corporate tax rates makes imperative some differ- 
ential in favor of corporations with small incomes as an aid to the beginning 
and development of business. To this end, the exemption of $25,000 from surtax 
in present law is approved, but there should be no further graduation of the 
corporate tax. 


(e) Intercorporate dividends 


The credit for dividends received from corporations subject to the Federal 
income tax should be increased from 85 to 100 percent. 


(f) Consolidated returns 


The additional tax of 2 percent on the net income reported in consolidated 
returns should be eliminated. 


(g) Undistributed earnings (sec. 102) 


The policy with respect to retained earnings should be changed so as to accept 
the decisions of management regarding the proportion of earnings to be retained 
for valid business reasons. 

Specifically : 

(1) The burden should be upon the Government to prove that the taxpayer was 
formed or availed of for the purpose of preventing the imposition of surtax rates 
upon its shareholders or the shareholders of any other corporation, through the 
medium of permitting earnings or profits to accumulate instead of being divided 
or distributed. 

(2) The tax should apply only to that part of the undistributed section 102 
net income which is unreasonably accumulated. 

(3) Dividends paid within 75 days after the close of its taxable year should, 
at the taxpayer’s election, be deducted in computing section 102 net income for 
such year. 


IV. REFORMS AFFECTING ALL INCOME-TAX PAYERS 


(a) Business net income 

(1) Greater recognition should be given to the results of business accounting in 
the determination of business net income. That is, where management is 
following accepted, standard accounting procedures, modified consistently in some 
cases to reflect the taxpayer’s own operating experience, the results should be 
conclusive as to the net income. Examples of the areas in which managerial 
policy should be accorded greater weight than at present are: (a) Depreciation 
and obsolescence, (b) expenditures for intangibles, (c) salary determination, (d) 
pension determination. 

(2) There should be establishment of adequate and realistic provision for 
depreciation and obsolescence. TD-4422 and bulletin F nullify this principle 
and should be rescinded as soon as possible in favor of a policy which will 
eventually authorize the taxpayer to recover the cost of depreciable property 
in accordance with his judgment as to its useful and competitive life. The 
depreciation claimed by the taxpayer if computed in a consistent manner shall 
be accepted, unless the Government proves that it has no reasonable relationship 
to the useful and competitive life of the property. To minimize the short-run 
impact on revenue, this goal could be achieved by a series of steps. Nothing in 
the foregoing shall be construed as denying the taxpayer the right to deduct 
accelerated amortization of emergency facilities. 


84375—53 27 
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(3) Technicalities and arbitrary rules should not be interposed to prevent the 
taxpayer from recovering free of tax the full cost of property. No amount of 
depreciation should be considered as a reasonable allowance or allowable except 
to the extent it would have the effect of reducing otherwise taxable income. In 
ther words, the “tax benefit rule” should be applied to adjustments of the tax 
asis of property on account of depreciation, accelerated amortization, and 
epiet 

(4) Taxpayer’s consistent policy of expensing major repairs, intangible re 

rch, development and exploration costs, tools, jigs, dies, and fixtures, short- 
lived capital assets, and the like should be accepted for tax purposes. 

Reasonable additions to. reserves created to fulfill future obligations arising 
from current operations, such as reserves for product warranty, cash discounts, 
and advertising commitments, should be recognized for tax purposes. 

: 5 high levels of production and consumption of our natural resources 
heavy burden of exploration and development upon our extractive 
rhe policy of percentage depletion allowances should be continued. 

(b) Capital gains and losses 

Experience with capital gains taxation proves that the revenues produced are 
not commensurate with its discouraging and harmful effects upon production and 
the investment and reinvestment of risk capital. Pending the complete elimina- 
tion of capital gains taxation, it is recommended that: 

(1) The rate of tax be reduced; and 

(2) Excess of capital losses over capital gains should be deductible. The 
maximum tax benefit should be limite] to the maximum rate applicable to long 
term capital gains. 


(c) LIFO 


The last in first-out (LIFO) method of inventory pricing should be modified 
to provide for the use of cost or market, whichever is lower. Whenever the 
market value is lower than LIFO cost at the end of a year, this lower market 
value should become the new LIFO cost base for the succeeding taxable year. 


(d) Retroactive taxation 


A retroactive imposition or increase of taxes cannot be justifled under any 
circumstances and is vigorously opposed. 


Vv. THE EXCISES 


(a) Excise-tax law, regulation and administration should be designed to 
achieve equity consistent with revenue goals and to minimize enforcement anil 
compliance burdens and costs. 

(b) Except for the alcoholic-beverage and tobacco taxes, the present system 
of Federal excises should be replaced by a uniform excise tax preferably at the 
manufacturers’ level to be levied on all end products of manufacture except 
food and food products. This replacement should be made as quickly as possible, 
but no later than April 1, 1954, the time when the excise-tax increases included 
in the Revenue Act of 1951 are schedule to expire, and the rate should be set 
so as to maintain the existing level of excise-tax revenues. 

(c) The rates of tax on alcoholic beverages and tobacco should be reduced 
to those in effect prior to the last World War II increases. 


VI. ESTATE AND GIFT TAXES 
(a) General 

Pending return of estate and gift taxes to the States, exemptions under Federal 
law should be increased, rates of tax reduced, and taxation on transfers between 
spouses eliminated, 

(b) Survivor annuities under pension plans 

The following rules with respect to survivors’ annuities under pension plans 
should be a‘lopted : 

(1) The value of pension benefits and any death benefits paid to a survivor- 
beneficiary through exercise of a joint and survivor annuity option, under any 
qualified or previously qualified pension plan, should not be subject to estate tax 

(2) There should be no gift tax by reason of the emplovee exercising his right 
inder a qualified or previously qualified plan to choose a joint and survivor option. 
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VIL. THE ADMINISTRATION OF THE TAX LAWS 


(a) The status of the Tax Court as an “independent 
branch of the Government” should be retained, and th 
person shall be denied admission to practice before suc 
failure to be a member of any profession or ca 
‘Tax Settlement Board should not be established 
) Treasury interpretative regulations 

to the Joint Committee on Internal 
‘ism. 

‘) To the limits of practicality, obl 
be established by the Congress in the statute 

porting regulations should be cesigned t ! 

enforcement, and appellate procedures for the } 

ing tax evasion and corrupt practices on the pat 

sentatives and of Government officials 

Such laws and regulations should not penalize or harass conscientious tax- 
payers by presumptions of guilt, unreasonable burdens of proof, or | onerous 
information and recordkeeping requirements 


igations 


APPENDIX II 


[From Industry’s View, National Association of Manufacturers, New York 20, N. Y.. 
March 1953 


Excess Prorits Tax—or Excess Tax? 


Soon after Korea erupted, the excess profits tax was adopted. It is a bad tax, 
one which has no proper place in our revenue system. It has been a poor revenue 
raiser. It has hit small, new, and growing businesses hardest. It has either 
prevented or punished expansion, destroyed incentive, encouraged waste. But 
although the law’s potentialities for evil in the economy could be seen clearly by 
anyone who troubled to examine the law without prejudice, political emotional 
ism forced its passage. The tax is due to expire next June 30. It will be given 
a new lease on life only if the public and our representatives fail to understand 
that the excess profits tax—although it is a punitive tax on business, especially 
on smaller business—takes its heaviest toll from the American people themselves 

Briefly stated, the excess profits tax is based on the average earnings of an 
incorporated business for the 3 best years of 1946 through 1949. Five-sixths of 
this amount is considered “normal” earnings and is taxed at 52 percent. Every 
thing over the so-called normal earnings is considered “excess profits” and is 
taxed at 82 percent, with an overall limit on total taxes of 70 percent 

Obviously, it is the comparatively new businesses, whose struggles to 
started are reflected in relatively small earnings for the 1946-49 period, w 
are most heavily penalized for improving their efficiency and earnings. 
is npon the businesses which have expanded—provided more jobs and 
goods—that the excess profits tax imposes severe penalties for having 
progress. 

It is one thing to point out the defects of logic and justice in the law, and 
another to prove them by first-hand evidence of the actual working of the law. 
The National Association of Manufacturers, therefore, undertook several months 
ago a survey of its membership to obtain factual information on what the excess 
profits tax was doing to business. 

More than 4,000 replies to the questionnaire were received. Of these respond 
ents, more than 2,600 paid excess profit taxes in one or more of the last 3 years 
The answers revealed also that the tax hits companies of all sizes, companies 
with fewer than 50 emplovees as well as those with more than 5,000 According 
to official Government definition, companies having fewer than 500 employees 
are “small business”—-and 78 percent of all those affected by the tax were in that 
category. 

The survey brought out also that there has been a steady increase of the 
total tax load of companies paying excess-profits taxes. In 1950 the upper limit 
of the concentration of effective tax rates—the combined, normal. surtax, and 
excess-profits taxes—was from 50 to 52 percent jut in 1952, the 5052 


percent had become the lower limit, and the ceiling rate of 70 percent had become 
the upper limit. 

When 70 cents is removed from every dollar of earnings by piling an excess 
profits tax on top of already high normal and surtax rates, it means that an 
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industrial corporation undertakes the risk of large investments, the hazards 
and trials of competition, the skills and energies of its employees and manage- 
ment, for the possible reward of 30-cent dollars. 

To take it a step further: When a company can foresee that it will equal its 
so-called normal earnings at its present rate of operations, any further activities 
to increase profits will result only in the earning of 18-cent dollars—since these 
profit dollars will be taxed at 82 percent, until the 70 percent effective limitation 
on total taxation is reached. Thereafter, additional profit will result in 30-cent 
dollars. 


A TAX THAT HURTS EVERYONE 


Above and beyond the difficulties of business managers themselves, the de- 
scriptions by some 1,500 businessmen of their experiences under the excess- 
profits tax reveal a dangerous pattern—a pattern of junked plans for expansion, 
of present and future jobs killed, of blows to community prosperity, of waste, 
higher costs and prices, of new products abandoned, of enforced and unsound 
borrowing, of losses of benefits to employees. 

With our rapidly growing population, and the demands of a defense program, 
the needs of the Nation are not standing still. But EPT is preventing thousands 
of businesses, in hundreds of cities and towns throughout the country, from 
making the normal growth, the increased activity and efficiency, that could be 
expected to take place under a fairer and more reasonable system of taxation. 
Not businessmen alone, but everybody, loses where increased business operations 
and expansion are blocked by a tax that destroys both the ability and the incen- 
tive to make improvements. 

The Nation as a whole is losing the additional productive capacity which may 
be badly needed in the years to come. 


HOW JOBS ARE KILLED 


The financing of industry—to maintain or replace existing plant and equip 
ment, and to expand plant facilities—has not, in recent years, followed the tradi- 
tional pattern. When the value of the dollar was stable, funds allotted to cover 
depreciation usually were sufficient. Inflation, halving the worth of the dollar, 
knocked customary depreciation allowances into a cocked hat. 

Industry formerly was able to depend on equity capital, in the form of new 
stock issues, to supply much of the funds needed for expansion—to build new 
plants, to install new machinery, to bring out new products. For a number of 
reasons—onerous taxation being the chief one—risk investment no longer is 
forthcoming in sufficient amounts. 

In recent years, business has heen maintaining and expanding plant and equip- 
ment largely by plowing back about half of the profits and by borrowing. It is 
not difficult to see that companies paying out 70 percent of their profits have little 
left to reinvest—and little incentive for doing so. Stockholders suffer from 
shrunken or foregone dividends—a condition that surely offers no inducement to 
venture capital. 

The loss of much new industrial capacity can be laid squarely at the door of 
the improvisers of the excess-profits tax. The quotations that follow are fac- 
tual—and typical—reports from businessmen questioned in the NAM survey: 

“Due to excess-profits tax we find it almost impossible to plan for any ex- 
pansion of plant and therefore we cannot increase our employment. We could 
make some much-needed improvements in our operations that would increase our 
total payroll at least 35 percent if the money that is paid out in excess-profits tax 
could be used for plant expansion. 

“Excess-profits tax has scrapped our plans for expanding our office in the way 
of a new building. Has decreased our working capital and curtailed our cash for 
expansion of additional facilities to reduce our unit costs. Could increase our 
output by 25 percent and also increase our employment. 

“How we can pay back our debt, pay much of anything to our stockholders, and 
add jobs is a terrible question if excess-profits tax continues. It is strangling 
us just as we were almost back on our feet. 

“We are a very small company and the excess-profits tax has handicapped us in 
every way possible—our plans for expansion, our capital needs, our dividend 
policy, our wage policy and, most important, has killed our urge to create any- 
thing new or venturesome.” 

“No additions will be made to the number of employees as long as the excess- 
profits tax is in effect.” 





EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 405 


“Serious drain on working capital, which has resulted in curtailment of employ- 
ment and plans for expansion. Under heavy excess-profits tax, incentive is 
lacking.” 

“Hampers normal growth and expansion of busines by our not being able to 
reinvest reasonable amount of profits in the business.” 

“Excess-profits tax exerts a cramping influence, leads to a ‘what’s the use’ 
attitude and influences our directors to pigeonhole plans for improvement because 
of doubt as to availability of funds.” 

“Since the bulk of our sales are capital items our sales reports reflect definitely 
the hesitancy of business to expand or to build new plants (without Govern- 
ment financing or guaranties) and we in turn hesitate to modernize our own 
plant and buy additional capital items. We are now running at less than 50 
percent of normal with the resultant unemployment of many men.” 


EXCESS-PROFITS TAX IS A DESTROYER OF INCENTIVE 


The sheer inability of many companies to expand and create more jobs—or 
even to continue operations and employment at a normal rate—is perhaps the 
most conspicuous effect of the excess-profits tax. jut even when a company 
might be financially able to expand or extend its activities, excess-profits tax 
deprives the managers of such companies of a sound reason for doing so. When 
a concern is operating at the upper tax limit it can have only 30 cents of every 
additional dollar of earnings; 70 cents is taken as excess-profits tax. sefore it 
reaches this point, it will be earning, on increased business, only 18-cent dollars, 
as 82 cents is taken until the effective limitation of 70 percent is reached. 

An effort to increase sales and earnings is seldom possible to make without 
increasing risk as well as effort. Is the additional risk justifiable in order to 
earn 18-cent dollars, or 30-cent dollars? Businessmen answer: 

“Being a small firm, just beginning to rapidly increase sales, the holding of 
our profits to 85 percent of net profit for years 1947-49 takes away all incentive 
for expansion or increased effort.” 

“One $100,000 job would have a job profit of $10,000, of which the Government 
takes $8,200. It was decided not to risk the company’s financial stability on 
this job only to gain a profit of $1,800.” 

“Excessive taxes reduce or eliminate incentive, which directly reduces employ- 
ment,” 

“There is no reward for the hard work, worry, and long hours involved, under 
the present tax setup. We have carefully figured the volume and profit angles 
and will make no effort to expand beyond a certain profit figure.” 

“This business could easily double in volume due to existing demand but there 
is not enough profit remaining after taxes to take advantage of the situation.” 

“We feel certainly that excessive taxation stultifies the incentive which is 
necessary that business have in order to press forward toward those frontiers 
of production and development which, in themselves, are the answer to a better 
way of life for all concerned. By killing incentive, the Government is truly 
laying low that proverbial goose from which comes golden tax eggs.” 

“On a tax basis as we had for our last fiscal year, we do not feel that there is 
much incentive to try to do business, when you realize that after a certain point 
you take all the risk and do all the work and Washington takes all the profits.” 


EXCESS-PROFITS TAX VERSUS CONSUMER 


Nobody can be expected to work as hard for 30 cents as he would work for a 
dollar. Certainly nobody can be exnected to work as hard for 18 cents as fora 
dollar. Yet companies in the upper limit brackets of excess-profits tax are taxed 
70 cents of every dollar of earnings on an overall basis, after having paid 82 
percent on a sizable portion of their income. 

It is obvious that efficiency in operations benefits the consumer as well as the 
company. Low-cost production means that goods can be sold at lower prices, 
and still leave a reasonable margin for the profit that every business must show 
in order to remain in existence. But an exorbitant, almost confiscatory, excess- 
profits tax leaves but little incentive to strive for lower production costs—to 
prevent waste at every possible point. This tax tends to break down, in manage- 
ment and among employees, the traditional regard for economy. If higher pro- 
duction costs result, they must be translated into higher prices to the consumer. 
So, the excess-profits tax is no friend to the housewife. On the relation between 
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the tax and waste and extravagance, businessmen questioned in the NAM survey 
made these comments: 

“When you have reached the excess zone you realize that of each dollar spent, 
the company cost is 18 cents, while the Government puts up 82 cents. Resentment 
at the unfairness of the tax may cause management to take the path of least 
resistance and countenance inefficient operation. In other words, 18-cent 
‘ulcers’ are not worth the effort.” 

“It (excess-profits tax) puts a severe premium on thrift, as the staff here 
feels money saved will merely go largely to the Government in increased taxes. 
Consequently, money is often spent on unnecessary expenses instead of saved 
for future improvements. Let’s get rid of this impossible burden on the Ameri 
can small-business man.” 

* * high taxes force us to keep our prices up.” 

“Removed all incentive for improved operations—thinking in terms of 18 
cent dollars encourages waste and inefficiency.” 

“Encourages waste. Limits incentive to reduce expenses and costs, thus limit 
ing possible selling price reductions and expanded market.” 

“The excess-profits tax encourages waste and inefficiency, both of which 
contribute to the inflationary spiral.” 

“In our opinion the excess-profits tax encourages waste and extravagance in 
industry. It destroys incentive and discourages risk capital from providing an 
expanded economy which in turn would provide more jobs and payrolls and 
taxes.” 

* * * a major evil of the excess-profits tax is the effect it may have upon 
the attitude of management toward the basic business virtues of thrift and 
economy. Certainly for a company subject to a real bite from excess-profts 
tax there is litle incentive to exercise the care and ingenuity required to control 
costs and revenues properly.” 


RESEARCH, NEW PRODUCTS HALTED 


Just as it takes money to build a new factory or to expand existing facilities, 
it takes money to conduct the research which has contributed so greatly to 
America’s industrial preeminence—and to launch the new products that result 
from research, inventions, and new ideas. 

There is never any assurance that a particular line of research will be suc- 
cessful. Nor can there be any guaranty that a new product will be accepted 
by the public widely enough to repay the costs of developing and marketing the 
product. To stake money on research and new-product development is part 
of the risk involved in making progress in business. But when excessive taxes 
drain off the funds that could be ventured in research and new products—and 
make it unprofitable to make the effort and take the risks, even if funds are 
available—that constitutes an effective brake on industrial advancement. Here 
are some specific reports : 

“Many new products which we would like to go into have to be put aside since 
we have not been able to accumulate the funds for experimentation and the 
inventory to start production.” 

“The present tax law does not leave ample cash in the company to carry on 
the required research (long range) program; it impairs our working capital, 
discourages expansion, and thereby dampens the desire to create products, jobs, 
building programs, research, etc.” 

“Income and excess-profit taxes are definitely at a point which discourages 
all plans for expansion, research, or hard work.” 

“As managements have no way of knowing the duration of the excess-profits 
tax, plans that should be in the engineering stage for construction one or more 
years hence are being postponed.” 

“By cutting into our cash reserve, the heavy tax burden has substantially 
reduced the funds available for expansion of facilities, research and development 
of new products, and other operations vital to the welfare of the business.” 

“The excess-profits tax represents a terrific drain on funds that would other- 
wise be used for further research, engineering development of products, develop- 
ment of improved methods of production, and desirable plant expansion.” 

“Progress of company was retarded by former excess-profits tax. Company 
developed new types of products during intervening years but has again been 
retarded by the new taxes.” 

“We are in a small community, of a population of around 2,500, and we employ 
450 people. We have many items to develop but due to the high taxes and the 
inability to retain our earnings, we have been prevented from expanding.” 
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TAX CUTS INTO EMPLOYEE BENEFITS 


There has been for some years a pronounced trend in industry to provide for 
employees numerous advantages over and above the paycheck: Pension plans, 
paid vacation and holiday time, medical services, insurance plans covering ill- 
ness, injury, and loss of life, training programs to help employees gain promotion, 
food-below-cost company cafeterias, and improved safety and general working 
conditions. These benefits are in line with the increasing stress by business on 
human relations and human values. In many instances they serve the useful 
purpose of attracting competent employees and keeping them in the organization 
They improve plant morale and employee-employer relations in general 

Many companies find that the Excess Profits Tax deprives them of the funds 
which would be used to institute plans to enhance the welfare of employees 
Following are some quotations from businessmen on the subject: 

“One of the most harmful effects has been on our employee benefit plan 
designed to provide for retirement benefits. As this plan receives its contribution 
on a percentge of profits after taxes, the excess profits tax ate considerably into 
the amount of the annual contribution for the past 2 years.” 

“Working capital had to be borrowed in 1951 for the first time in years—a 
pension program was being investigated and considered until excess profits taxes 
were levied, at which time it was shelved until the tax burden would be 
lightened.” 

“Without a doubt, the elimination of Excess Profits Tax would increase 
employment—however, there is little incentive at this time to increase produc- 
tion and employment owing to the fact that the larger portion of any additional 
profit derived has to be handed out in Excess Tax. This amount could be used 
for employee’s benefits, plant expansion and dividends to stockholders.” 

‘“* * * we have had to hold off on plans for expansion and worse still, plans 
to repair or replace old buildings and machinery, improve plant operating con- 
ditions—and even safety programs have been hampered or held up.” 

“They (taxes) have not only unfairly reduced the return to the stockholders 
on their investment but have also limited the benefits, monetary and otherwise, 
for employees.” 

“We are confronted with the problem of expansion, replacement of much 
needed equipment and fringe benefits to be given our employees; under this tax 
it is impossible to see in advance how to handle these problems.” 


EXCESS-PROFITS TAX AFFECTS DEFENSE PRODUCTION 


The dramatic phrase, “Take the profits out of war,’ supplies the purely 
emotional basis for the excess-profits tax. Businessmen do not want to make 
profits out of war; their patriotism is not surpassed by any other group and 
their sons fight and die in war along with the sons of farmers, workers, govern- 
ment and professional people, and all others. Defense production, with its 
disruption of plant facilities, normal product and market research and planning, 
personnel and sales programs, is not the boon that many think it is. So far as 
excess profits are concerned, intelligent Government procurement and contract 
renegotiation should provide any necessary safeguards. 

The excess-profits tax, by discouraging venture capital investment and by de 
priving business of a normal source of funds—retained earnings—for expansion 
and improvement, has its harmful effects on defense production as it has on the 
civilian economy. Some of those who are producing for defense have made the 
following observations, typical of many reports: 

“The excess-profits tax has caused us to forego expansion plans which would 
have enabled us to accelerate delivery dates on urgently needed equipment for 
the armed services. This is due to the fact that our ability to obtain equity 
financing has been limited by the existence of the excess-profits tax. It is clearly 
impossible, with excess-profits tax, to retain a sufficient proportion of earnings 
to finance expansion out of earnings, an likewise it is impossible to attract equity 
capital with this tax in existence. Because our company is small and relatively 
new (organized mid-1947), the impact of the excess-profits tax is particularly 
severe. 

“The excess-profits tax penalizes this company for undertaking a number of 
important and difficult jobs for the Armed Forces. Research and development 
work on gas turbine parts of the jet aircraft together with a severe reconversion 
program after World War II forced this company to operate at an extremely low 
profit margin during the period 1945-50. This has resulted in a very poor base 
period for excess-profits tax computation compared with other companies who 
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did not spend their funds to develop the materials to produce the equipment that 
the Armed Forces are now using in Korea. 
“The very high rate of taxes on virtually all of our profits has kept us from 
expanding our business as fast as the Armed Forces would now like us to do. 
“Although we are producing vital aircraft parts and have business more than 
sufficient to justify expansion, corporation owners feel that under present tax 
laws any expansion would be economically impossible.” 


THE FORGOTTEN MAN 


There is no reason for anyone to invest his savings in an industrial enterprise 
unless he has a reasonable hope that his shares will earn income, In recent 
years, the income from dividends has not kept pace with the rest of the economy, 
but fallen behind. Dividends were 6.2 percent of national income in 1932, but in 
1951, the last year for which the figures are available, they were only 3.2 percent 
of national income. 

Excessive taxation has made it difficult to save for investment, and has made 
investment less attractive. ‘The result is that industry has been forced to use 
earnings for capital purposes, at the expense of dividends. This deprivation of 
dividend earnings, which theoretically belong to the owners of business, operates 
as a further curb on risk investment—all in all, a vicious circle which can be 
broken only by a more enlightened tax structure. 

The high rates of normal and surtax levies were a handicap to capital invest- 
ment, even before excess-profits taxes were reimposed after Korea. But confisca- 
tion of 70 percent of earnings of companies in the higher excess-tax brackets has 
extinguished the hopes of many businesses of attracting the needed equity capi- 
tal—as well as taking from these concerns earnings that could be plowed back 
into the purchase of capital equipment. The very survival of many companies, 
especially small, new, and growing companies, is in question. 

The idea that stockholders constitute the rich is a long-exploded theory. 
Brookings Institution reports than 76 percent of all shareholders earn $10,000 a 
year or less, after taxes, and nearly a third earn less than $5,000. Many of these 
shareholders are living on modest fixed-incomes—retired persons, for example— 
and depended on dividends to help them maintain a decent living standard. 

Apart from the plight of stockholders themselves, the economy must have risk 
capital in order to maintain and expand the industrial plant. These replies 
from businessmen emphasize the destructive effect of the excess-profits tax on 
dividends and equity capital: 

“Our stockholders have received no dividends, 1950 or 1951.” 

“We have been so burdened with taxes over the past few years that it is 
practically impossible to attract additional equity financing. Our stockholders 
have never received a dividend, though this corporation has never had a loss year. 
At the end of our fiscal year April 30, 1952, we owed taxes which amounted to the 
total of our net worth.” 

“Our greatest need is to build up working capital to help finance larger volume 
of business at higher prices. Present tax rates practically prohibit this. Divi- 
dends must wait also.” 

“Furthermore, the shareholders have to wait because the small retained por- 
tion of earnings is needed in so many places you can’t pay the dividend that 
ordinarily would be disbursed if your cash working capital were adequate.” 

“It (excess-profits tax) precludes the investment of new capital on account of 
the uncertainty of a fair return and in fact shakes the faith of investors in future 
soundness of a hereto successful business venture.” 

“* * * it keeps us hustling to keep our business alive and going, and it is hard 
to work out a program on pensions, etc., for our employees, to say nothing about 
trying to pay a dividend.” 

“Our dividends have been decreased to provide sufficient cash for last year’s 
taxes.” 

“Dividend payments are almost out of the question after payment of the high 
tax rate.” 


EXCESS-PROFIT TAX WEAKENS STRUCTURE OF BUSINESS 


The excess-profits tax, on top of already excessive business income taxes, will 
not yield the Government as much revenue over the years, experts believe, as 
would go to the Government if business were free of the tax and thus in a better 
position to expand operations and sales. Improved earnings would mean more 
taxes paid by business, at the normal and surtax rates. 
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Yet, under the influence of intlammatory catehwords, Government has saddled 
the people with a tax that not only prevents expansion, curbs production, and 
employment, but is forcing on business uneconomic policies, such as overborrow- 
ing, that can have only the effect of weakening the entire structure of American 
business, if continued. Businessmen say: 

“Early in 1951 this company had to borrow for working capital, and the 
amount of borrowed funds remains the same today.” 

“In order to maintain our position in the industry we have used substantially 
all our profits after taxes for modernization and additional facilities and in 
addition, it has been necessary to borrow large sums to help finance our program 
and to pay taxes.” 

“Due to inability to retain enough earnings in the corporation during the past 
few years, even with minimum dividend payments, we have had to resort to 
bank loans. Now, faced with declining prices and volume, along with increased 
costs, we find we have no funds to tide us over tough times or to repay our 
debts.” 

“Due to our inability to accumulate cash surplus as a buffer against a reces- 
sion, it has not been considered advisable to proceed with plans for expansion 
using borrowed capital, thereby risking the solvency of the business built up 
over the past 10 years.” 

“The tax has cut into necessary working capital requirements, which inflation 
keeps boosting, and has forced us to increase our borrowing—leaving us in an 
exposed financial position in case a recession of even moderate duration should 
occur.” : 

“With the present tax situation, this [expansion] has necessitated heavy bank 
borrowings. Although we have had perfect cooperation from the banks, we do 
not intend to let this situation continue. * * * 


THE ELOQUENCE OF FACTS 


In the foregoing extracts from the replies of American businessmen to the 
NAM’s questionnaire, there is no appeal to prejudices or emotions. They are 
the facts of individual businessmen’s actual experiences with the excess-profits 
tax, told in the clear and simple language that comes naturally to those who 


deal in realities rather than abstractions. As such, we believe, they speak 
eloquently—and unanswerably—for the commonsense action of ending the excess- 
profits tax on June 30. 
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APPENDIX III 


Distribution of tarable income by surtag net income brackets, 1953, and tax 
yield under various actual and assumed taz rate scales 


{Dollar amounts in millions) 


1950 Tax 
rates or rates 
- ha , 75 per- |Tax lia- |after 2d |'T'ax li 
Tax- ’ Taxlia-| , Tax lia- | {? Per ate = ; 
. i n at| 2% i . 
able net Pax bility at I ux bility at cent of bility at) 25 per bility at 
oe rates, Ok: rates, On progres-jrates in jcent re- jrates in 
‘. ee income, OF 19453 x 1950 5 
income brackets |") 959 1953 sates 1950 rates |SiVe ele-|column | duction|column 
F ’ “o |mentin 6 | of pro- s 
1953 gressive 
rates element 


$0 to $2,000 

$2,000 to $4,000 

$4,000 to $6,000 

$6,000 to $8,000 

$8,000 to $10,000 

$10,000 to $12,000 

$12,000 to $14,000 

$14,000 to $16,000 

$16,000 to $18,000 

$18,000 to $20,000 

$20,000 to $22,000 

$22,000 to $26,000 

$26,000 to $32,000 

$32,000 to $38,000 

$38,000 to $44,000 

$44,000 to $50,000 

$50,000 to $60,000 

$60,000 to $70,000 

$70,000 to $80,000 

$80,000 to $90,000 96 
$90,000 to $100,000 | 72 
$100,000 to $150,000 | 193 
$150,000 to $200,000 84 
$200,000 and over 205 


Total 120, 500 


The subcommittee was very pleased to receive from Congressman 
Charles B. Brownson, of Indiana, many letters from businessmen in 
his area who were concerned over the various tax problems of small 
firms. These letters were filed with the committee and have been 
given very careful consideration by the committee and its staff. The 
letters which were submitted were from om following: Mr. R. J. 
Hudelson, R. J. Hudelson & Co.; Mr. A. J. Jerman, Indianapolis 4, 
Ind.; Mr. William E. Kennedy, president, Kennedy Tank & Manu- 
facturing Co., Inc.; Mr. Lou Buehler, Indiana Gear Works, Inc. ; Mr. 
Frank Hoke, president, Holcomb & Hoke Manufacturing Co., Inc.; 
Mr. W. I. Longsworth, president, Lilly Varnish Co.; Mr. Frank Cox, 
Bethard Wallpaper & Paint Co., Inc.; Mr. C. B. Kendall, president, 

B. Kendall Co.: Mr. W. W. Skirvin, president, Skirvin Tool & 
Engineering Co., Inc.; Mr. James H. Carnine, president, Engineering 
Metal Products Corp.; Mr. Miller L. Keller, Acme Forms Co.; Mr. 
J. F. Fidger, Jr., J. F. Fidger & Co.; Mr. Howard W. Sams, president, 
Howard W. Sams & Co., Inc.; Mr. Nelson G. Johnson, president, Dean 
Hill Pump Co.; Mr. O. L. Scales, vice president, the Enos Coal Min- 
ing Co.; Mr. Dick W. Whittington. president, Whittington Pump 
& Engineering Corp.; Mr. Gordon L. Wallace, Wallace Engineering 
Corp. 
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Horace SEELY-Brown, Jr., 
Chairman, Subcommittee No. 2, 
House of Representatives, Setect Committee on Small Business, 
Suite 129, House Office Building, Washington 25, D. C. 

My Dear Mr. Seety-Brown : I take this opportunity to write you in regard to 
a problem that is confronting this corporation as well as every other small- 
business corporation in the country that is experiencing any growth. You are 
probably thoroughly familiar with the fact that stagnant businesses remain so 
for only a short time until they sink. Without growth and expansion, which is 
the lifeblood of business, there is no hope for more than a life of mediocrity, 
which is the very bane of democratic existence. 

Under the present tax structure imposed on small business in the United States, 
adequate working capital has become a thing of the past. Expansion can be 
achieved only by depriving the investor of any return and operating under 
-ircumstances closely approaching a marginal state. 

The excess profits tax law is a thorn in the side of the many small businesses 
who were just coming into their own in 1949 and 1950. The new corporate-tax 
rates proposed to replace the excess-profits tax serve as little balm. 

It is my sound opinion that provision should be made for expansion by allow- 
ing, as a credit against taxes, a certain portion of capital improvements in excess 
of normal depreciation, at least in the first year of acquisition. 

A. F. Watt, President. 
_ WALL CoLMONOY CorpP., 


May 21, 1953. 
SELECT COMMITTEE ON SMALL BUSINESS, 
House of Representatives, 
Suite 219, House Office Building, 
Washington, D. C. 

GENTLEMEN: An emergency condition exists that demands action by someone 
who appreciates the position of the small-business man now engaged in 100 percent 
defense work. 

I would like to quote 3 or 4 lines from a magazine entitled “American Aviation,” 
the May 11, 1953 issue, page 20. This article interprets Government and indus- 
trial thinking for the small man. I quote as follows in paraphrases : 

“When present buildup goals are stretched out, the aircraft industry has 
decided that it will call in a good part of the work now handled by subcontractors 
and do the construction itself. If a stretchout comes, the small business, with 
fewer than 500 workers, will be the first ones to lose their subcontracts.” 

“Aircraft subcontractors, especially those in the small-business category, will 
lose almost all of their work so that prime producers will be able to come close 
to their anticipated sales and profits.” 

Gentlemen, I wish to point out how shortsighted this policy is and respectfully 
request that your committee take action as recommended below. 

Our company has been supplying the aircraft industry with specialized services 
for the past 13 years. We are 100 percent an aircraft company, employing 185 
people. We have a great nucleus of skill and production ability. 

Our position in the industry is one of solving technical heat-treating and form- 
ing problems, along with production bottlenecks that occur within the big com- 
panies themselves. As an example, a major aircraft company runs into a bottle- 
neck in their fabrication department; line shortages occur; they come to see 
our company. We pitch in and for a 3-month period produce services at a rate 
of between $50,000 and $100,000 a month. As soon as the scheduling of the 
prime is back in a smooth flow, their orders drop to a minimum, our job having 
been completed. 

We are doing this for every major aircraft company on the west coast and 
several in the East. The value of having a facility available to the big company 
for expansion when they need it can be translated into a saving for them, and 
to the Government, of many hundred thousands of dollars per annum. Our 
company, by solving the most complicated forming and heat-treating problems 
for each of the big companies, means we have created a nucleus of trained special- 
ists. By eliminating us from the defense picture, the industry’s loss would be 
very substantial. 

To the small-business man, the Defense Department should prepare all defense 
industries in such a way that they are ready for immediate expansion, comes 
mobilization day. The importance of the small-business man has been proven 
many times over when demands for rapid production have been required. 
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It would appear that the action now necessary by your committee would be to 
set into motion a policy that when a prime contractor is cut back so that he 
is producing one-half of his capacity, his subcontractors should be cut back one- 
half. If the prime contractor is cut back 10 percent, the subcontractor should 
be cut back 10 percent. This will keep the small essential man in business, in 
a position ready to grow when the demand for growth comes. 

The subcontractor, doing 100-percent defense work and trained to this 
field, should be given special preference over the “Johnny-come-latety’s” who 
have leased equipment from the Government and have no great capital expendi- 
tures in their own name. 

The subcontractor that owns all of his own equipment and has put his own 
investment into his business cannot be snuffed out by the arbitrary policy quoted 
in the magazine article mentioned above. 

The small-business man in our position, of which there are many, must look 
to you for emergency action to change the trend of this policy and save our de- 
fense ability from a great and tragic loss. 

Very truly yours, 
HAMPDEN WENTWORTH, 
Managing Director, Longren Aireraft Co. 


Hanrorp Founpry Co., 
San Bernardino, Calif., May 21, 1953. 
SeLect COMMITTEE OF SMALL BUSINESS, 
House of Representatives, Washington 25, D. C. 

GENTLEMEN: In support of expiration of the present excess-profits tax, we 
trust that certain facts in connection with Hanford Foundry Co., as herein set 
forth, will be of interest to your committee. 

The inequity of this tax in its present form is, in our opinion, placing a serious 
burden upon all industry, and small industry in particular, as well as removing 
proper incentive for risk capital. 

I assure you that I have approached this problem not only from the view- 
point of myself and associates in the ownership and management of Hanford 
but we are also very much concerned as to the general welfare of small industry 
throughout the country. 

The special points of interest as given below reflect the actual operating re 


sults of Hanford covering the 5-year period of 1948-52: 


Total sales Ud eee pie i $10, 580, 785 
Net income b wel pt JS ; 224, 143 
Required plant additions. J wee tu Es are ee , 385, 336 
Available for plant improvement through depreciation.___._____ 236, 520 
Total payrolls ninacenieelll ine hiaiiteadl i 5, 715, 668 
Total Federal taxes______-_____- rieks oe ; 230, 623 
Total State franchise, payroll, and other taxes__ i 235, 664 
Income tax withheld from employees__-_- 4 soi 410,170 


The above figures reflect the value of Hanford to our community. 

As of December 31, 1948, balance sheet reflected current assets, $293,358, and 
current liabilities, $251,440, or a ratio of current assets to current liabilities of 
1.67 to 1. On December 31, 1952, current assets amounted to $403,475 and cur- 
rent liabilities amounted to $365,403, or a ratio of 1.153 to 1. 

With due modesty the present ownership and management has created a suc- 
cessful business from a bankrupt situation, affording employment to only about 
20, to present payroll of about 400, and you will note that in the last 5 years 
we have spent $385,336 in plant investment which was a most important con- 
tribution to our successful operation. 

Today, in our opinion, entirely due to present excess-profits tax law, we find 
ourselves denied the opportunity of creating the necessary reserve required to 
meet the ups and downs of our business of producing carbon steel, alloy steel, 
and iron castings, and to provide required capital for plant investment necessary 
for technological advances to maintain our competitive position in the industry. 
For example, we estimate $125,000 will be required within the next 12 months. 

Hanford, along with other small industry in general, cannot raise money 
through established investment banking channels for equity capital, and long- 
term bank financing is not available. Under such circumstances a business such 
as Hanford, to assure its future, can only do so through the creation of a reserve 
realized through retention of a portion of net earnings. Taking Hanford as an 
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illustration, under the present excess-profits tax law this is not possible as 
shown by the following example: 


On the first $25,000 earnings, Federal income tax is 30 percent 

On the next $89,000 up to $114,000 earnings, Federal income tax is 52 percent 

On earnings ranging from $114,000 to approximately $285,000, Federal income 
tax is 82 percent 

On earnings in excess of $285,900, Federal income tax is 70 percent 


Under such a schedule of tax payments as given below, it is impossible for 
small industry such as Hanford to create the necessary reserve. 

The story of Hanford as herein set forth is in our opinion quite general in 
small industry throughout the country, and as you well know small industry 
plays a very important part in our general overall economy. 

If the demands of our Federal budget justify it, and the present income now 
realized through excess-profits tax should still be required in our effort to estab- 
lish a balanced budget, the present inequity can only be removed by increasing 
the 52 percent base of normal and surtax percentage factor and applying any 
such increase to all industry. Any tax that creates a burden of 82 percent on 
earnings ranging from $114,000 to $285,000, such as herein set forth and in our 
opinion quite typical of small industry, is confiscatory and is certain in due 
course of time to bring in the sheriff. 

Under the circumstances we strongly urge that you support the termination 
of the present excess-profits tax law on June 30 of this year. 

Respectfully submitted. i 

Sincerely, 
JOHN PIKE, 
Chairman of Board. 


May 21, 1953. 
Hon. Horace See_y-Brown, Jr., 
Vember of Congress, Second Connecticut District, 
1716 House Office Building, Washington, D.C. 

Deak Sir: We have been looking back through our operations in the past 5-year 
period for any points that might give an indicator of what legislative changes 
would most assist the continuance of small business in an improved position. 

Our analysis shows two things, in particular, which are detrimental to the 
continuance and growth of most all small businesses. We as manufacturers are 
best prepared to speak from that point, but we feel that the same items would 
apply equally well to most any ordinary small business. One is the inability 
to maintain and modernize existing equipment, the other is the inability to 
expand small businesses to meet changing business conditions and remain in an 
economically liquid position. 

We operate 2 small plants, 1 in Connecticut normally employing approximately 
45 people and 1 in Virginia normally employing approximately 20 people. During 
the past 5 years our greatest problem has been that of coping with the physical 
operational changes required to remain competitive in our field. This, in our 
case, has meant expanding some of our manufacturing facilities to replace lost 
sources of supply which resulted from consolidation of previous supply sources 
by a large business. 

As you know, and as is frequently stated in public statements but perhaps not 
given serious enough emphasis, a small business is limited in being able to 
secure capital for modernizing or expanding. It may, if credit can be properly 
established, borrow on a long-term basis the funds necessary to carry out such 
a program. However, the borrowing must be paid off, and in the end it all has 
come out of earned profits. Tax credit for interest paid has been exaggerated 
in the assistance it gives the small fellow. The large corporation can sell more 
capital stock, sell a bond issue or numerous combinations to secure this capital. 
This door is practically closed to a small business. 

If the small business secures a loan to finance modernization it has then 
tied itself to an additional nonoperational risk further burdening the earning 
capacity and limiting the ordinary business risk it may engage in to secure its 
share of the market. 

Many small businesses are closely held and this again places the risk on usual- 
ly one family which has its entire resources tied up in the venture. The recent 
period of inflation combined with the necessity for conversion and modernization 
has milked out all the liquid assets of many small businesses and is forcing them 
to look for more capital on a loan basis. The normal means of retained earnings 
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being practically eliminated by the taxation. The earnings being retained after 
taxes not being sufficient to keep normal maintenance and repair properly taken 
care of at inflated costs of repair. 

Small businesses cannot meet the competition in the labor market with the 
big businesses by being able to offer the wide fringe benefits particularly pen- 
sions, which they should be able to offer, with the clouds of unnecessary risk 
involved by the forementioned practices, which have been made necessary by pres- 
ent taxation regulations. This is taking from the small business many of the 

ood employees it should be able to attract. 

\ small-business partnership is taxable to the individual owners who have a 
smull personal exemption for the first part of the earnings. However, the small 
corporation starts paying 30 cents tax on the first $1 profit it makes. 

Weighing the basic facts we have outined above we feel that there is one simple, 
uncomplicated change that could be made to greatly enhance the small-business 
incentive. The change we recommend would be to allow corporations a per- 
sonal exemption of $5,000, or in other words, to make the first $5,000 profit 
free from tax. This would be equally shared by all corporations and would 
not require discriminatory or complicated phrasing. It would greatly assist the 
small business whose profit falls in the range up to $25,000. It would be of 
some help to the larger small business whose profit may fall in the range up to 
$50,000. It would not open the way for abuses to the profit system as this al- 
lowance is not large enough to let through exorbitant amounts of profit even 
for a very small business and let us emphasize again the basic quality and the 
simplicity and fairness of this method. 

Chis comparatively small item of $5,000 would make the difference of ‘go’ 
or “no go” in the future of many small businesses. This would also be an impo 
tant incentive in assisting without Federal loan or regulation or other complica 
tion the starting and initiating of new small businesses. 

Respectfully yours, 
TATEM MANUFACTURING CO., 
S. W. Tatrem, General Manager. 


GREAT LAKES FOUNDERS & MACHINE CorpP., 
Ludington, Mich., February 19, 19538. 
Ect COMMITTEE ON SMALL BUSINESS, 
House of Representatives, House Office Building, Washington, D. C. 
(Attention Mr. Victor P. Dalmas, Executive Director. ) 

GENTLEMEN: Hon. Ruth Thompson has forwarded your letter of February 10 
written in regard to the excess-profits tax on the earnings of the Great Lakes 
Founders & Machine Corp. From your letter we can readily see that you are 
aware of the inequities of the present excess-profits-tax laws as they pertain 
to young and growing corporations. 

Enclosed herewith are two copies of a letter addressed to Hon. Ruth Thomp- 
son dated November 24, 1952, giving a brief summary of our situation. Under 
the present tax laws our best excess-profits tax credit is obtainable under the 
ncome method (alternative based on growth). From the information submitted 
you can quickly see that even this is not just and equitable. 

The original purpose of the excess-profits tax law was to tax excessive profits 
due to the war effort. There was no intention to penalize and handicap young 
and growing corporations, particularly corporations formed after World War II. 

Under date of December 5, 1952, we wrote to the Joint Committee on Internal 
Revenue Taxation, room 1011, New House Office Building, Washington, D. C., 
giving them the same information we have submitted to you. In addition, we 
suggested in writing new Federal tax laws, some consideration must be given 
to refunds on excess-profits taxes paid by small companies organized subsequent 
to 1945. This can be accomplished by raising the excess-profits credit from 
$25,000 to a minimum of $100,000 for the first 4 years of profitable operations 
under excess-profits tax. We realize that it is difficult to write tax laws that 
will apply to every situation, therefore the minimum credit must be high enough 
to eliminate hardship cases. 

Our profits are due to normal growth and not to the war effort. Our profits 
are not excessive on the volume of sales, because our business is highly com- 
petitive. We feel that any newly formed corporation which has a situation sim- 
ilar to ours should be allowed a minimum exemption of $100,000. 

One objection to increasing the minimum credit to $100,000 would be that a 
loss of revenue will incur. This is true, but excess-profits taxes paid by newly 
formed corporations is a very small percentage of the total revenue of the 
Government. 
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When young corporations are able to retain a larger share of their earnings, 
they will be able to continue their expansion and growth without taking the 
risk of borrowing heavily. By continuous growth more men will be employed, 
the company’s earnings will increase, and eventually the Government will receive 
more revenue over a period of years than it will while the excess-profits tax law 
is in operation. 

Yours very truly, 
THEO, Miter, President. 


SMALL BUSINESS COMMITTER, 
House of Representatives, Washington, D. C.: 

News report indicates some pressure for reenactment of the excess-profit tax 
We are emphatically opposed to any continuation of this grossly inequitable tax 
This is a request to testify before your subcommittee at hearings to be held on 
the 19 and 20 of May to present evidence of the unfairness of this so-called excess 
profit tax law to growing companies. We shall use our own company as a very 
real example of the unfairness of this law. 

PENN CONTROLS. IN¢ 
ALBERT PENN, President 


MIDDLEBURY, May 18 


Horace SEELY-BRrown, Jr 
Chairman, Subcommittee No. 2, Select Committee on Small Busines 
House of Representatives, House Office Building: 

Sincerely regret that because of illness in family cannot be present at hearings 
on tax problems of small business. Did wish to present at hearing our position 
on excess-profits tax. Present law limits our profits essentially 3 percent of tota 
sales. This is completely inadequate to permit sound normal growth or t 
permit building adequate reserves for any letup in business. Feel that for 
growth companies such as ours, in the event that excess-profit AV 
not expire, an additional allowance should be made permitting 
capital equipment to be deductible. Only in this way can we enjoy 
desirable growth pattern. 

POLYMERS, IN¢ 
GILBERT SHAW 


Heyer Propuctrs Co., IN¢ 
Belleville. N. J.. Mau 9. 1953 
Hon. Wiriu1AM 8S. Hitt, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN HILL: The Excess Profits Act of 1950 discriminates against 
small businesses such as mine by draining off earnings which ordinarily would 
create a surplus with which to finance plant expansion and the large raw materia 
inventories necessary in Government and commercial contracts. Big companies 
have access to capital sources and equity financing methods which a1 
able to small concerns, so the excess-profi ts tax does not hit then 

I would like you to read the enclosed article which points up the 
present tax. I hope you will oppose any extension of the act, or, i 
support an amendment to exempt businesses with less than 500 em] 

I will appreciate hearing your views in this matter. 


[From Aviation Week 


For Rea HELP TO SMALL BUSINESS 
HOW TAXES HURT SMALL BUSINESS 


Since the outbreak of the Korean war small business has been handicapped by 
two principal features of the emergency tax program: 

(1) Many small firms are unable to retain enough of their earnings to provide 
for expansion because these earning are drastically limited by the excess-profits 
tax. 

(2) Small companies have received a very small share of the tax concessions 
allowed by the Federal Government to encourage construction of defense facilities, 

A small business that succeeds and hence grows is particularly hard hit by the 
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excess-profits tax. That tax, of course, applies to corporations having a net 
income of more than $25,000 per year, It results in taking up to 82 cents on 
every dollar of profit that the company earns above what is called and excess- 
profits credit. For most small companies the credit depends on what was earned 
in 1946-49. This creates an element of gamble and discrimination in deter- 
mining the amount of tax to be paid. Time has proved that it is impossible to 
select a base period for the tax that is fair to all companies. A young company 
starting in 1946—49 is peculiarly vulnerable, as its earnings in that period were 
necessarily low. Even on modest earnings today, it would pay a high excess- 
profits tax. 

It is true that Congress wrote into the excess-profits-tax law provisions to 
lessen the impact of the tax on growing companies. However, none of these 
provisions in practice has given much relief to small business. 


“RELIEF” PROVISIONS GIVE LITTLE RELIEF 


Small firms rely almost entirely on retained earnings to provide funds for 
improving their plants and equipment. They get very little help from the 
provisions (1) that no more than 70 percent of total profits can be taxed away, 
(2) that additional earnings are allowed on an increase of invested capital or 
(3) that growing companies are allowed a rate return on capital equal to the 
industry average. 

Most large firms can obtain additional funds in the securities market. But 
small firms find it difficult to increase their capital by selling securities, since in- 
vestors generally prefer the stocks or bonds of nationally known and seasoned 
companies. Few small companies therefore, can reduce their tax burdens by in- 
creasing their invested capital, and few can meet their needs for equity capital 
if their rates of profit are no higher than those of the leading companies which 
generally set the average profit. 

Small business has been equally at a disadvantage in the matter of accelerated 
depreciation for tax purposes. The Government has encouraged a great expansion 
of our industrial plant, despite the very high rate of taxation on corporate earn- 
ings, by granting certificates of accelerated amortization on new plants built to 
support the defense program. These certificates allow business to charge off the 
cost of defense plants at a rapid rate. This decreases the earnings that are 
subject to taxes, and so increases the part of the earnings that may be retained 
in the business. 

GROWTH IS STIFLED 


But most of these tax concessions have been made to large firms especially 
equipped to handle the complex problems of defense production. Of the $12 
billion of new facilities so far approved for fast amortization, only 11 percent 
are for companies with less than 500 employees, although the share of such 
companies in the normal civilian business is about 30 percent. In only 2 of 12 
industries studied by the Small Defense Plants Administration were small firms 
receiving what was estimated to be a fair share of the total tax amortization 
awarded. 

Because they are unable either to retain enough earnings after taxes or to step 
up their depreciation allowances, most small firms are unable to keep up in 
the race to expand and modernize plant capacity. The Small Defense Plants 
Administrator, in his report to Congress, emphasized that small companies have 
been unable to do their full part in the defense program for lack of capital. 

The Council of State Chambers of Commerce recently published an eight-State 
survey showing widespread cutbacks of plans for new plants by small- and 
medium-sized companies. According to this report, “high Federal taxes enacted 
since the beginning of the Korean war appear to be placing an effective brake 
on the rate of industrial expansion in all the States surveyed and probably in 
the 48 States generally. * * * It is principally the small- and medium-sized 
companies whose growth is being stifled.” 


SOME WAYS TO HELP 


The first step to relieve small companies should be to free them from the excess- 
profits tax. The Nation as a whole would be far better off if the excess-profits 
tax were allowed to die as scheduled on June 30, since the tax promotes waste 
as it stifles incentives. It is quite possible, however, that the politics of tax 
reduction, as opposed to the economics, will prevent the elimination of the tax 
during 1953. 
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If the tax is extended, provision should be made for a much broader exemption 
to smaller corporations. If net income up to $100,000 a year, which in these days 
still constitutes small business, were exempted from the tax, the loss of revenue 
to the Goverment would be about $175 million. This relatively small amount 
could easily be offset by an increase in employment and incomes if small busi- 
ness is freed from its financial straitjacket and allowed to expand. Careful 
attention should be given also to the possibilities of allowing a higher rate of 
return on the first $1 million of capital (roughly the amount it takes to provide 
100 jobs) and of making special accelerated depreciation allowances to smaller 
firms. This is a matter so important that we shall return to it in a future 
editorial. 

Relief for small business—relief from a financial paralysis that has kept it 
from playing its dynamic part as a growth element in our economy—would 
do much to give the lie to the notion that the Eisenhower administration is a 
“big business” operation. Much more important, it would be a long stride 
toward releasing the dynamic energies of many small businesses and businessmen 
to forward a continuing and expanding prosperity. 


McGraw-Hitt Pusiisaine Co., Ine. 


S. A. SHENK & Co., 
Columbus 7, Ohio, June 4, 1953. 
Mr. HoBace SEELY-Brown, Jr., 
Select Committee on Small Business, 
Suite 129, House Office Building, 
Washington 25, D. C. 

Dear Sir: We are writing you in reference to section 3408 (c) of the Internal 
Revenue Code which imposes an excise tax on manufacturers of automotive parts, 
and we wish to protest this tax which is now being held by the Bureau to apply 
to such concerns as ourselves, who are engaged in the repair, reconditioning, 
and rebuilding of automotive parts. The whole tenure of the Bureau’s ruling, 
has been most inconsistent and confusing, and the Bureau has held that the 
reconditioning of some automotive parts is taxable, while the reconditioning of 
other automotive parts is not taxable. 

We are performing a real service to those millions of car owners who find it 
necessary to have their car repaired and yet do not wish to have their car tied up 
for many days while their identical parts are being repaired or rebuilt. Never- 
theless, the Treasury Department imposes a tax on the repairman or the re- 
builder if we have on hand similar repaired or rebuilt parts to exchange with the 
car owner to eliminate the necessity of the car owner’s witing for his identical 
parts to be repaired. 

The Treasury Department has already collected the tax from the manufacturer, 
and to extract an additional tax merely for doing a repair job on this same 
automotive part is not fair at all and coupled with that, the confusing ramifica- 
tions, as this law is interpreted by the Treasury Department, result in confusion, 
discrimination, and injustice. 

We most respectfully request you do whatever you can to so amend the Internal 
Revenue Code that repaired, reconditioned, or rebuilt automotive parts, when sold 
as such, will not be taxed. 

Very truly yours, 
Sot A, SHENK, President. 


ASSOCIATED INDUSTRIES OF MAINE, 
Augusta, Maine, May 14, 1953. 
Mr. Horace Seevty-Brown, Jr., 
Chairman, Subcommittee No. 2, House of Representatives, 
Suite 129, House Office Building, 
Washington 25, D. C. 

Dear Mr. Seety-Brown: Thank you very much for your letter of May 5, 

I regret it is not feasible for us to be represented before your subcommittee on 
May 19+20 and that pressure of duties here, because of legislative activities, 
obliged our foregoing the opportunity to prepare a formal statement as regards 
tax structure and the small-business community. 

However, please by assured that the foregoing factors do not reflect any dis- 
interest in this important matter. Small business in this area, to the contrary, is 
vitally concerned in tax relief, so far as such is reasonable without disrupting 
necessary programs on the national level. Feeling is prevalent that the $100,000 
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exemption proposal should have serious consideration, that its granting would 
not disrupt the economy but, on the other hand, encourage expansion and in- 
creased productivity on the part of the so-called small-business man, which, in 
turn, would reflect itself favorably upon his community. 

With appreciation for bringing this matter to our attention and hopeful that 
this letter may at least provide a brief picture of the attitude of Maine business 
people. 

Very truly yours, 
B. Morton Havey, 
Ezecutive Director. 


Arr CONTROL Propucts, INC., 
Coopersville, Mich., May 13, 1953. 
Mr. Horace See_y-Brown, Jr., 
House of Representatives, 
House Office Building, Washington 25, D. C. 


Dear Mr. Seety-Brown: We understand that your committee will be holding 
hearings next week on the effect of the present tax structure on small business 
and are interested in receiving the viewpoint of various companies in this 
category. 

There are two things that we feel should be done and want to recommend very 
strongly—first, that the excess-profits tax be allowed to die; and second, that 
the Director of Internal Revenue Department be completely divorced from the 
United States Treasury Department. 

I know of no bill that has been as discouraging to the growth and progress of 
small business as the so-called excess-profits tax. In our opinion this is very 
definitely not a tax on excessive profits but is rather a tax on growth. Any small 
business that tries to increase its buiness and expand beyond the 1946-49 level 
is faced with an almost confiscating tax which puts a premium on stagnation 
and a penalty on progress. This tax, I believe, is largely borne by the small- 
business man as many of the large corporations have reached their maximum 
growth. Certainly this country was not founded on any such principles and 
would be a backward country had our forefathers been faced with such an un- 
ethical and basically unsound law. I sincerely hope that your committee will 
do everything possible to see that this bill is allowed to die. 

With reference to the matter of the Director of Internal Revenue, I feel that 
they have a unique position that is most unfair to the taxpayer. Congress passes 
a law which is interpreted by the Director of Internal Revenue who, in turn, 
prosecutes any discrepancies with the tax law or his interpretation of it. Any 
taxpayer who disagrees with their ruling is forced to go to the same Director of 
Internal Revenue or one of his agents to settle any disputes. I recognize the 
fact that eventually you can come to a court, but in the meantime, the taxpayer 
has to go through many steps and spend large amounts of money with various 
hearings, etc., which are still manned by members of the Office of the Director 
of Internal Revenue. It does not seem to me to be fitting to have this one office 
act in the capacity of interpreter of the law, prosecutor, and also judge. I feel 
that the tax structure should be changed so that any dispute with the Director 
of Internal Revenue should be judged by an impartial group. 

I hope that these suggestions may be of interest to you and that you will give 
them your sincere consideration. 

Cordially yours, 
Rosert L. Leren. 


KOEHLER-PASMORE Co., 
Detroit 3, Mich., May 14, 1958. 
Hon. Horace Seery-Brown, 
Member of Congress, Chairman, Subcommittee No. 2, Select Committee on 
Small Business, House Office Building, Washington 25, D. C. 
Dear Str: We understand that your committee is holding hearings on taxation 
of small business. 
Our organization employs 14 persons, and certainly qualifies as small business. 
We present to your honorable body the following concise facts : 
1. In our small organization we find that the equivalent of one person’s time 
is presently taken up with necessary accumulation and compilation of tax data 
due to multiplicity of forms, taxing bodies, and taxing returns required. Slightly 
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over 7 percent of our available employee power is therefore definitely nonproduc- 
tive. Great simplification of the entire tax structure is urgently needed. 

2. The present Federal tax structure does not provide for the funds required 
for business growth. Profits that are ordinarily plowed back into equipment, 
buildings, and personnel are now syphoned off by the taxing bodies, thereby 
penalizing the small-business man gifted with initiative and desire to expand 
and build a better product. The present tax structure therefore stifles much 
development work which would eventually result in better products at lower 
eosts. In short, the present tax structure acts as an incentive to high-cost opera- 
tion and penalizes the progressive businessman who seeks to build better prod- 
ucts for less money. 

8. Needless to say, the present tax structure in aggregate is burdensome and 
quite dampens the enthusiasm of individuals to accumulate funds for investment, 
It is truly amazing how many ordinarily thrifty individuals say, and mean, 
“What’s the use of trying to save and invest, merely to make money for the tax 
collector, Let’s have fun out of it now, and forget the future.” That is not 
healthy, Mr. Seely-Brown, as we need investment funds on which to expand our 
economy. 

Very truly yours, 
ROLAND C. KOEHLER. 


CLarRKspurRG, W. Va., June 2, 1953. 
SMALL Business COMMITTEE, 
House of Representatives, Washington, D. C. 

GENTLEMEN : I learned through Commerce Clearing House tax service that your 
committee is currently studying the impact of Federal taxes on small business. 

sased on several years of experience in the accounting and tax field, both as 
a public accountant and former field deputy and special intelligence agent for 
the United States Treasury Department, I am convinced that the burden of com- 
plying with the many specific monthly, quarterly, and annual Federal tax-return 
requirements is often more costly to the small-business man than the actual tax 
due, not to mention the enormous expense to the Government of filing, process- 
ing, auditing, adjusting, ete., the vast number of specific returns. 

I therefore feel that the present tax-law requirements could be satisfactorily 
met by adapting a more practical and economic method of compliance, and offer 
the following basic change suggestions: 

1. Have one combined annual Federal tax return in lieu of the various separate 
annual returns. This return would be filed annually by all tax entities, and 
would give a breakdown of the various types of taxes incurred for the year, aggre- 
gate total liability, payments, adjustments, etc., with net total result, i. e., refund 
due or balance of tax due. Any type of tax shown in total which requires com- 
putation details, such as Federal unemployment tax, could be supported by a 
simple schedule. Since most small businesses use the calendar year method 
or period of income-tax accounting, this form could include income-tax liability 
supported by a simple profit and loss statement and tax computation. 

2. Have one combined monthly or quarterly Federal tax report form in lieu of 
the present separate monthly and quarterly returns. This form would be filed 
monthly or quarterly in the same manner as present monthly or quarterly 
returns are filed together with total remittance. This form could be so designed 
as to also serve as an application for Federal stamp taxes. Since most individ- 
uals and small business are calendar-year basis, this form would also include 
estimated income tax. 

3. Have one master tax account maintained in the various offices of the 
Director of Internal Revenue for each tax entity filing within the district. This 
account would accumulate total tax incurred and total remittances received as 
reported on the monthly or quarterly combined Federal tax report. This sug- 
gested method would shift all Federal tax payments direct to the Director of 
Internal Revenue and eliminate the present Federal depository requirements 
with respect to wage taxes. 

4. Have one annual social-security form in lieu of the present schedule A sub- 
mitted by employers and annually by self-employed. This form would be designed 
for use by employees as well as self-employed, and would be forwarded along 
with the annual tax return for transmittal to the Social Security Board. This 
form would be prepared from W-2’s in case of employees. This method would 
mean a saving in time and expense to the small-business man; would give like 
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benefit treatment to employee and self-employed; and would surely reduce the 
workload on the Social Security Board. 

5. Have one standard tax-information statement in lieu of the present W-2’s, 
1099's, etc. These forms would be forwarded together with a combined recon- 
ciliation in lieu of the present W-—3's, 1096's, ete. The burden of forwarding 
information to the processing tax division would be shifted to the Director of 
Internal Revenue. This latter change could be accomplished by submitting 
duplicate tax-information statements and duplicate reconciliations. 

6. Have one simple annual Federal tax return for use by individuals who are 
required to file income-tax returns, but have no tax liability of any type, such as 
retired persons over 65, ete. 

7. Have the name space on all information forms, such as W-2's, 1099's, or 
any revised type of such form, located so that window envelopes may be used in 
mailing. 

Respectfully, 
Husert H. McDAntet. 


NATIONAL ASSOCIATION OF CREDIT MEN, 
New York, N. Y., May 27, 1953. 
Hon. Horace SEEty-Brown, Jr., 
Chairman, Subcommittee No. 2 of House Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Dear Mr. Seeiy-Brown: As executive vice president of the National Associa- 
tion of Credit Men, an organization composed of more than 32,000 credit execu- 
tives, representing principally manufacturing, wholesaling, jobbing, and banking 
concerns in all sections of the country, I respectfully invite the attention and 
consideration of the House Select Committee on Small Business to the following 
recommendations relating to small business, adopted by the National Association 
of Credit Men at its 1953 annual convention: 

“Resolved, That the National Association of Credit Men, representing thousands 
of large and small-business organizations, recommend that without discrimina- 
tion toward any business, large or small, the following program for small business 
be given consideration by the Government: 

“(a) Elimination wherever possible of report filing and other governmental 
statistical demands made upon business. These requirements prove a real hard- 
ship on small business, which has neither the staff nor the time to comply with 
these various requirements ; 

“(b) That all business be given a rate of taxation which would provide the 
incentive to grow and expand its operation 

“(c) That careful study be made of means and methods whereby financing to 
small business can be made more readily available. Such financing should be 
accomplished through private sources rather than governmental agencies, and 

“(d) Be it further resolved, That a copy of this resolution be sent to United 
States Representative Horace Seely-Brown, Jr., chairman of Subcommittee No, 2 
of the House Select Committee on Small business.” 

Sincerely yours, 
Henry H. HEIMANN, 
Brecutiwe Vice President. 


W. 8S. Rockwe tt Co., 
Fairfield, Conn., May 22, 1958. 
Hon. Horace Srery-Brown, Jr., 
House Office Building, Washington, D. C. 

My Drar Cone@rRESSMAN: I was very sorry to have missed you when I was in 
Washington last week because I wanted very much to talk to you about the 
troubles of a small-business man such as we are. However, I had a very pleas- 
ant talk with your secretary, who told me that if I would send you the informa- 
tion that I was going to speak about you would be pleased to receive it and 
could possibly use it in your subcommittee hearings. 

The best story that I can tell you about the trials and tribulations of small 
business is to enclose a copy of our condensed report that was sent out to all 
our stockholders and employees, and from this you can see how badly small 
business suffers, not from competition with big business, not from lack of orders 
from the Defense Department, but only from overattention by the Internal Rev- 
enue Department. I believe that you will agree that the taxes shown on this 
report are all out of proportion to what is just and equitable and if the condi- 
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tions prevailing that cause these high taxes would be corrected all of the uproar 
and political talk about small business would drop into the limbo. 

To give you a little more information about our company than is in the report, 
I ean tell you that we have between 140 and 150 employees, most of whom are 
either technical personnel or skilled workmen. We work steadily throughout 
the year although many times it is quite a chore to see that there is enough 
business to keep this number of people constantly employed. 

Our main products, as you can see by our enclosed Bulletin 414R, are fur- 
naces, ovens, valves, and special machinery, all of which are used in the defense 
industry and in the atomic energy units; however, our work is primarily for 
civilian production, but I want to point out that everything we make is usable 
in its regular form for defense purposes. In order to produce this equipment 
we must have skilled technical help, primarily engineers, who take a long train- 
ing period, and in addition we must also have skilled factory help. It is essen- 
tial that we keep our working force together at all times so that if an emergency 
should arise we are ready to produce at a moment’s notice, since our shop does 
not require any conversion to war materiel, and also we must have money in our 
surplus to do development work to keep pace with the modern trend in warfare. 

With this background and our report I believe that you can see without very 
much argument the tremendous problems that are presented to the small-business 
man by taxes, and taxes alone. I hope that your committee and others further 
up the line can do something to help out this very unequitable position. 

You can use these figures in any way you please, if you so desire, because [ 
believe they are indicative of the plight of many businesses in our category. 

Yours very truly, 
C. B. Kenrnor, Jr. 


W. S. RocKweELt Co., 
Fairfield, Conn., April 28, 1593. 
To Our Stockholders and Employees. 

This is a report of our 1952 business and. as you can see, we did more business 
and made less money in 1952 that we did in 1951. If it is any satisfaction, this 
is a condition that exists in the majority of United States manufacturing firms 
and has been caused largely by Government controls and taxes. As this report 
shows, Uncle Sam made the greatest prolit from our business this year, as was 
true last year. It is a sad state of affairs in the country when the Government 
takes more money from a business than the business does. With all of its talk 
about helping small business the Government does nothing that will actually help, 
which is to revise the tax structure. 

Our taxes for 1952 are as follows: 


ates dae ; $12, 495. 28 
eee 3 ERP ht. 8, 761. 42 
States franchise tax (New York and Connecticut) xe ; 4, 479. 52 
Federal income tax_---_.-__~-- ste aciata nnt onc sce actanlieecratae 62, 400. 00 


SE at ia ed een inine aan See een ee 88, 136. 22 


This is equai to approximately $3.18 per share, and it compares with $0.50 per 
share paid to stockholders and with $2.10 per share net profit. 

This is not the complete tax picture because certain of our business for 1952 
is subject to renegotiation which may or may not take additional taxes. From 
these figures you can see what a nice business we are running for our Government. 


C. B. Kentnor, Jr. President. 


THe LouDEN MACHINERY Co., 
Fairchild, Iowa, May 29, 19538. 
Hon. Horace Seety-Brown, 
Select House Small Business Committee, House of Representatives, 
Washington, D. C. 


Dear Sm: On Tuesday, May 19, it was my privilege as first vice president of 
Allied Farm Equipment Manufacturers Association to accompany Mr. Martin, 
president, and Mr. Boyer, director, when they testified before your committee, 
reference Federal taxes. 

Sorry you had to rule in answer to Mr. Martin’s suggestion from the floor 
that I could not testify unless time permitted after hearing those who were on 
the agenda. It was impossible for our group to remain any longer than we did. 
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Had I been able to testify I would have told you the part played by Federal 
taxes in the decision to sell this business, which has been in our family for 3 
generations and is 86 years old. 

The sale of the Louden Machinery Co. will probably eliminate another small 
business, inasmuch as the new organization will have about 1,000 employees and 
sales of around 15 million annually. 

Had I testified I would have also pointed out that up to the time we left, no 
one had mentioned the fact that even though the base was raised from $25,000 
before the 52-percent tax rate applied that, unquestionably, the Federal Govern- 
ment would retrieve much of the apparent loss of tax income through capital 
gains, income, and inheritance taxes. 

I would have liked to also emphasize the fact that small businesses, generally 
speaking, are individually or closely held and, therefore, personal Federal taxes 
probably affect small businesses about as much as do corporation taxes. 

We sincerely hope the result of all the many investigations into the tax struc- 
ture result in a more equitable distribution of taxes. They may be killing the 
goose that lays the golden egg, inasmuch as they tend to kill the incentive of 
those who make America tick, that is the top 10 percent who plan ahead, work 
hard, save their money, and create jobs. 

Very truly yours, 
R. W. Loupen, Vice President. 


BITUMINOUS PRoDUCTS & APPLICATION Co., 
Richmond, Calif., May 19, 1953. 
Mr. Joun J. PHELAN, Jr., 
Erecutive Director, Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Dear Str: We are members of the California Manufacturers Association and 
in today’s mail we received a bulletin from the association, the subject of which 
was impact of Federal taxes on small business. The bulletin tells us that on 
May 19 or 20 the House Select Committee will hold hearings to study the 
effect of the present tax structure on small business, with the purpose of develop- 
ing the factual background necessary to evaluate the effect of present taxes 
on small-business opportunity and incentive. 

Our attitude toward the present tax structure is much the same as all individ- 
uals and businesses, large and small—they are too high. However, we are 
reconciled to an extended period of high tax for the protection of an American 
heritage of free men handed down to us by our forefathers. 

The problems of small business due to high taxes are altogether separate and 
apart from those encountered. by big business. High taxes pinch operating 
capital, curtails plant expansion and in some cases are oppressive to the point 
that individual initiative for the investment of capital into a business is stifled 
at the time of going into business for oneself. 

A solution we would like to offer and pray that you give your most sym- 
pathic consideration is to us a simple one, a fair one, and one which would 
alleviate the unfair taxation of small businesses today. 

sriefly, our consideration of the yearly net profit of small business is fluctuat- 
ing and unstable. Particularly in our business which originates from competi- 
tive bidding. Since 1947, during a 7-year period, we had 5 years in which we 
made profit. Of the 5 profit years, 2 years were above normal and 3 years were 
normal. 

Our income tax took no consideration of this as we were taxed by the year. 
We would like to see legislation passed that would tax small business on the 
basis of a 5-year period, by this I mean at the end of a stipulated 5-year period 
the small business would pay taxes based upon his average year profit and credits 
or debts would be adjusted. This legislation, I do not believe, would deny the 
Government any less return than it now receives, but for small business it would 
help in the problems of operating capital and exnenditures for plant maintenance 
and expansion. 

Thanking you for your kind consideration to all of the above, we are, 

Yours very truly, 
J. R. Lewis. 
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THe MountTAIN Copper Co., Lrp., 
San Francisco 11, May 19, 1953. 
Mr. Joun J. PHELAN, Jr., 
Ezecutive Director, Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Dear Mr. PHELAN: My company classifies as “small business” inasmuch as we 
employ less than 200 people and do an annual volume of business on the order of 
$3 million. We have been in business a long time, since 1896, and during most 
of the time have made a slow but steady growth. 

A couple of weeks ago we prepared a list of capital expenditures which should 
be made to insure the survival and the continued growth of our company. The 
total of these estimated capital expenditures was nearly $2,700,000, and it was 
our considered opinion an expenditure of this magnitude should be made within 
5 years time. To do so would necessitate our retaining and plowing back into 
the business a matter of $540,000 per year. 

It has been our experience that it is difficult to obtain a pretax profit of half 
this amount on our present annual volume of sales and, further than this, with 
effective tax rates taking better than 50 percent of pretax earnings it is perfectly 
apparent that even if one makes a generous allowance for future growth of profits 
it will require 15 years or more to accomplish what we feel must be done within 
one-third of that time. 

Any and all tax rate reductions will not only help us to grow, but will also 
increase our contribution to the Nation’s overall economy. 

Yours very truly, 7 
L. T. Kerr, General Manager. 


Duro CONSOLIDATED, INC., 
Redwood City, Calif., May 18, 1958. 
Mr. JoHN J. PHELAN, Jr.. 
Erecutive Director, Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Dear Mr. PHELAN: While we are among the smallest of small companies, we 
still have a right to yell about what appears to us to be wrong. 

What appears most to be wrong from our standpoint is the so-called excess 
profits tax and the penalty it puts on a business that started like ours in 1948, and 
where it is considered that anything over $25,000 is excess profits. 

If we cannot get rid of excess profits taxes can we not do something to raise the 
base for the struggling little new companies? 

Yours very truly, 
W. F. Trrus, President. 


THE NATIONAL INDEPENDENT MEAT PACKERS ASSOCIATION, 
Washington 5, D. C., May 22, 1958. 
Se.ect COMMITTEE ON SMALL BUSINESS, 
House of Representatives, 
Washington, D. C. 

GENTLEMEN : It would be a terrible thing if the excess-profits tax were elim- 
inated and the whole burden of it thrown on those small companies which have 
not excess profits. It is unthinkable that this will be done. We have no 
objection to the elimination of the excess-profits tax if the Government can 
afford to eliminate it, but to increase from 52 percent to 58 percent the normal 
taxes and surtaxes would be tragic. 

On what possible theory can this burden be shifted from companies which have 
excess profits to those small companies which do not make enough money to 
pay the excess-profits tax? 

Please be so kind as to advise me whether your committee is doing anything 
to protect small business in this matter. Also, what, if anything, we can do to 
help. 

Yours very truly, 
Witsur LAR‘, Jr. 
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Watiace & TrerRNAN Co., INC., 
Newark 1, N. J., May 21, 1953. 
Hon. Witi1AM 8. HI, 
Chairman, House of Representatives Committee on Small Business, 
House Office Building, Washington, D. C. 


Dear CONGRESSMAN HiLi: I am enclosing a copy of a letter which I am to- 
day sending to Senator Robert C. Hendrickson, similar letters going to Senator 
H, Alexander Smith as well as all New Jersey Representatives. 

It is requested that a copy of this letter be included in the summation of 
the hearings now being conducted. 

Very truly yours, 
Wm. J. OrcuArp, General Manager. 


May 21, 1953. 
Senator Roserr C. HENDRICKSON, 
Senate Office Building, 
Washington, D. C. 

Dear Bos: Tax revenues should not now be reduced, but you cannot in good 
conscience support an extension of the excess-profits tax. There are more 
equitable sources of revenue. 

At a business luncheon today I stated that the President had asked for an 
extension of the excess-profits tax, but he would not get it. My associates 
disagreed and said Congress would vote the extension because— 

1. The Treasury needs the revenue, and 

2. Companies making excess profits have the best ability to pay. 
The need for revenue is self-evident, but to assume that companies making excess 
profits have the best ability to pay is completely erroneous. 

A corporation may have a $25 million pretax profit and not pay 1 penny of 
excess-profits tax. On the other hand, one of our small companies is taxed at 
82 percent on all profits over $25,000—and this small company, with $19,000 in 
its bank account, today booked an order for $87,000—must borrow money to 
finance that order, and then pay the tax collector 82 cents on every dollar of 
profits it makes on that order since the company’s other business will bring its 
1953 profit before taxes above $25,000. None of this is war business. 

The term “excess profits” is a misnomer, All it means is that a company’s 
earnings exceed those earned in the 1946-49 period. It has no relationship to the 
total dollars of profits, or the ratio of profit to sales volume, or to the company’s 
ability to pay. Congress knows that. You know that. 

Many a young healthy business has today outgrown its 1946-49 profit level, 
has grown in a competitive market, its profits fair profits, and plowed them 
back into the business to make it grow—to make America grow. 

But the tax law says these profits are excessive, and confiscates 82 percent of 
these hard-earned competitive profits. This must stop. 

If revenue be needed, let’s tax the fruit and not the tree, encourage growth, not 
stifle it, tax each dollar earned, but do it uniformly, let all corporations share 
the burden uniformly, eliminate the excess-profits tax and raise the regular 
corporate income tax rate. 

Under present law, corporations with identical profits, say $1 million, can 
have current individual tax burdens ranging from $520,000 to $700,000, depending 
solely on the amount of money they earned in 1946—49. 

Can this be condoned? 

Should not each bear an equal tax burden? 

Can you in good conscience support an extension of the excess-profits tax as a 
political expediency at the expense of being obviously inequitable and intellectu- 
ally wrong? 

Best personal regards. 

Very truly yours, 
Wm. J. OrcHarp, General Manager. 
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TAXATION INEQUITIES AND RECOMMENDATIONS AFFECTING SMALL-BUSINESS 
CORPORATIONS 


Present tax laws exact severe penalties in the taxes levied on the small-business 
corporations. These high taxes make it extremely difficult, if not impossible, 
for these small concerns to expand production facilities through the retention 
of profits for expansion. 

This retention of profits in the business is the normal method of growth in the 
smaller corporations, mainly due to either the individual or limited group own- 
ership. Present tax laws prevent this retention of profits in the business except 
in a very limited way. 

An expansion requiring $50,000 in cash would be very difficult for a concern 
with a net worth of $100,000 to $200,000 under present tax laws. In comparison, 
an expansion of $50,000 for a company with a net worth of $1 million to $5 
million would present little if any problem due to the larger size. 

Inflation has taken a heavy toll of profits of the small-business corporations 
since 1946. If the value of the dollar today was on a par with 1946, present 
brackets of taxation would not be quite as serious. A profit of $25,000 today 
in the lowest percentage bracket tax group means only an equivalent of approxi- 
mately $13,000 of 1946-valued dollars, and this percentage would hold true for the 
larger amounts up to the point of excess-profits tax base figures 

To provide added incentive for the growth of the small-business concerns in 
the country, I would like to suggest the following revisions in the present revenue 
law: . 

1. Increase the bracket on which the present initial tax rate applies from 
$25,000 to a minimum of $50,000. 

2. Increase the point at which the maximum corporation tax rate is reached 
from $50,000 to $100,000. 

I believe that the general feeling on the subject of the excess-profits tax is 
that it should be repealed entirely. It is an extremely unjust and unequal tax 
from all standpoints, and it is particularly so as applied to the smaller corpora- 
tions. These smaller concerns can and do increase capacity and production 
output much greater percentagewise than do the larger concerns, but no recogni- 
tion of this fact is shown in the present tax law. ‘The result is that a relatively 
small increase for a larger concern results in an increase of possibly 100 percent 
more for the base period of the small concern. It is likely under this circum- 
stance that the additional earnings would entirely be subject to the maximum 
82-percent excess-profits tax, and as a result, the amount of added effort to 
do this is not worth it. Putting on a second shift for operations, where only 
one shift has been normal could easily result in this condition. The present 
excess-profits-tax structure in this way and others penalizes initiative and 
growth in the small-business group. The result is usually a great deal of maneuv- 
ering to avoid the tax, such as splitting up into smaller units still. The tax also 
takes away any incentive to hold down deductible expenditures when the highest 
tax bracket is reached. 

If, however, the excess-profits tax as a tax must remain on the books, I would 
recommend that it be changed to provide: 

1. Exemption of all profits up to $100,000 from the act. 

2. Provide some additional incentive to the small-business corporations to 
courage growth without excessive penalties in the excess-profits tax. 

Respectfully submitted, 
Onto Screw Propvcts, INc. 
N. A. Hewitt, President. 
Evyria, OHIO. 


MINNEAPOLIS, MINN., May 15, 1958. 
SMALL BUSINESS COMMITTEE, 
House of Representatives, Washington, D.C. 

GENTLEMEN: You will find attached herewith a typical Wisconsin taxpayer's 
obligation for income taxes. The writer has on many occasions bemoaned the 
fate of the poor small-business man who desires to operate as a corporation 
because of the expense in taxes caused by the ridiculous double taxation as it 
applies to dividends. 
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Without outlining all of the details making up the tax computation, the writer 
las shown on the attached statement how a sole owner of a corporation, of 
which there are thousands, maybe millions, who prefer to operate as a corpora- 
tion is penalized. In this particular statement it is shown that on the net in- 
come of only $27,000 this particular taxpayer hypothetically would pay out, if 
all dividends were issued on the earnings above the salary, an amount of 
$10,829.47. If this same individual were to discard the corporation and pay his 
tax as such on the same total earnings, his tax would be $8,055.06. In other 
words, because this small-business man prefers because of necessity in certain 
instances to operate as a corporation, he is penalized $2,774.41, or 10 percent of 
his income. 

In addition to that, should his income rise above the hypothetical figure illus- 
trated, the Wisconsin tax would apply at 6 percent, the Federal tax at 30 percent, 
and his individual bracket would be 38 percent on his part of those earnings, 
or a total of 74 percent, practically confiscatory. 

The committee is well informed on these facts and it is needless to go into 
ramifications and details, so let it suffice to say what has been said. Corpora- 
tions have been discarded in many instances because of this double taxation 
applied to the small-business man. The question, of course, can be answered 
that the dividends do not have to be declared, but section 102 enters into tha‘ 
question. 

Respectfully submitted. 

HaAroutp I. SANDAHL, 
Certified Public Accountant, 
Net income to taxpayer: 
Corporation net income___--- d df Die Lieu. $16, Ga. 66 
Salary to sole owner__--_-- ; = : at dane SSS GO 


Total income__ Tht tedtbelen de ps acc tdel VEE eee 


Income tax required: 
Wisconsin taxes: 
On corporation_____- Stiles ces $850. 83 
On individual_____ . 7 ; ee, .. 1,049. 51 
———-_ 1, 900. 34 
Federal taxes: 
on corporation______~-- ae --. 4,244.75 
Ob TR UR in ctl Sid ed ieneteidiids Niclas ates 4, 684. 38 
8, 929. 13 
Total tax operating as corporation__ : 10, 829. 47 
Total tax operating as an individual ‘ 8, 055. 06 
Additional cost because of operating as a corporation 
when taxpayer withdraws earnings above salary as a 
dividend 2, 774. 41 


McDonovueH Steet Co., 
Oakland, Calif., May 14, 1958. 
SMALL Bustness COMMITTEE, 
House of Representatives, Washington, D. C. 

GENTLEMEN : We understand that there is to be a hearing on May 19, 1953, 
regarding the effect of the present tax structure on small business. Being con- 
sidered a small business, we have found that with the present high taxes, it is 
impossible for our company to expand or purchase more equipment to replace 
our present old and in some cases, obsolete equipment. 

After paying the high taxes, there is so little profit left that it is impossible 
to spend any money for capital assets or improvements to our company’s plant. 

Very truly yours, 
H. Larsen, Auditor. 





_ 
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MICHIGAN MANUFACTURERS’ ASSOCIATION, 
Detroit 26, Mich., May 27, 1953. 
Hon. Horace SEELY-Brown, Jr., 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, House Office Building, Washington 25, D. C. 
DEAR CONGRESSMAN : Enclosed you will find a letter sent to us which we think 
should be placed before your committee. 
Cordially yours. 
Joun C. MoCurry, General Manager. 


ENGINE REBUILDERS Co., 
Ferndale, Mich., May 13, 1958. 
Subject: Excise tax on rebuilt motors. 
Mr. Joun C. McCurry, 
feneral Manager, Michigan Manufacturers Association, 
Detroit, Mich. 


DEAR Mr. McCurry: The United States Revénte Department terms the rebuild- 
ers of automobile motors “manufacturers,” and as such 8 percent excise tax 
is paid on these motors. 

This is a duplicate tax as the excise tax was paid when the original motorcar 
was manufactured. This tax is directed at the individual who cannot afford 
a new car. 

We believe this tax is a duplicate tax and also an unfair one. 

Yours truly, 
Broce R. Dopps. 


MICHIGAN MANUFACTURERS’ ASSOCIATION, 
Detroit, Mich., May 20, 1958. 
Hon. Horace SEELY-BRown, Jr., 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN: Enclosed you will find a letter just received from one 
of our member companies stating their position with respect to certain existing 
tax provisions on their business. 

Cordially yours, 
JOHN C, McCurry, 
General Manager. 


GRAND Hoven STAMPED Propucts Co., 
Grand Haven, Mich., May 18, 19&3 
MICHIGAN MANUFACTURERS’ ASSOCIATION, 
Detroit, Mich. 
(Attention: Mr, John C. McCurry.) 


GENTLEMEN: With reference to your bulletin of May 12, one of the most 
serious problems which we feel affects small business is the excess-profits tax 
which is scheduled for expiration on June 30. We believe that it would be a 
very serious mistake if Congress were to reimpose this tax upon American 
business. We are not opposed to the principle of balancing the budget—in fact, 
we are wholeheartedly for it—but it would seem to us that all business should be 
taxed on an equal basis. 

We are not too much concerned about big business taking the lion’s share of 
the defense contracts as most of us in small business would not be capable of 
taking on a major contract and financing our handling the same. It is our 
opinion that we must look to big business for our portion of the defense program. 

These are the only items on which we have any opinion for the Small Business 
Committee hearings at the present time. 

Very truly yours, 
M. A. SHERWOOD. 
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NATIONAL BEAUTY AND BARBER MANUFACTURERS’ ASSOCIATION, 
Washington 4, D. C., May 21, 1958. 
Hon. Horace Srety-Brown, Jr., 
Chairman of Subcommittee No. 2, Select Committee on Smali Business, 
House of Representatives, Washington 25, D.C. 

DEAR CONGRESSMAN SEELY-BrowN: I am the Washington representative of 
the beauty and barber industry legislative committee and request you to include 
the following in the report of the hearings of your subcommittee’s study of the 
effect of the present tax structure on the small-business community : 

1. The present 20-percent retail excise tax on toilet preparations, sold by 
beauty or barber shops, is among the heaviest imposed. This tax was imposed 
as an emergency in the immediate pre-War II period. It has never been reduced 
or repealed. We feel that excise tax rates of this size are undesirable and dis- 
criminatory. The 20 percent excise tax on toilet preparations have a serious 
effect on the manufacturers and sellers of these items and upon employment in 
the industry. The reduction of the excise tax on toilet preparations will be 
reflected in lower prices to the‘@§nsumer, which should, in turn, increase the 
voiume of sales and employment, 

2. In 1950, the House of Representatives enacted a bill which reduced the 
excise tax on toilet preparations from 20 to 10 percent. However, the advent 
of the Korean war caused the Senate to reject such reduction in rate. 

3. The House Ways and Means Committee will hold hearings, starting June 
16, 1953, on recommendations relating to tax revision problems. A statement 
will be submitted at those hearings pointing out why the discriminatory, harsh 
retail excise tax on toilet preparations should be reduced or repealed. 

We appreciate what your subcommittee is trying to do to bring relief to smal! 
businesses from harsh Federal taxes. We trust you will do all in your power 
io bring relief from the discriminatory, harsh, regressive 20-percent excise tax 
on. toilet, preparations. 

Sincerely yours, 
Jacos Reck. 


Tue F. H. Snow CAnnine C©o., INc., 
Pine Point, Maine, May 11, 1958. 
SMALL BUSINESS COMMITTEE, 
House of Representatives, Washington, D. C. 

GENTLEMEN: The purpose of this letter is to impress upon you the need of 
affording relief to those companies who are victims of the excess profits tax. 

First, I want to go on record as being wholly in accord with the President’s 
budget ideas. I agree that the cost of government in any 1 year should not 
exceed the Government's income. I likewise appreciate the fact that to cut 
taxes before the corresponding elimination of Government waste would be an 
unsound practice. I have every reason to believe that the people’s representa- 
tives in Washington know how much money must be raised through taxes in 
the coming year, and accordingly wish to take up no quarrel with them in this 
regard. However, I do take exception to any remark made by any Washington 
lawmaker to the effect that the excess profits tax should remain with us at 
least until 1954. The reason for this is that I know that the excess profits tax 
is an unjust tax. It was originally set forth to prevent any business, whether 
large or small, from cashing in too lucratively on the Korean incident. How- 
ever, the law evolved in such form that it has unjustly persecuted many small 
businesses whose line of operations has had nothing to do with defense purchases. 

The F. H. Snow Canning Co. happens to be one of the numerous corporations 
who were, and still are, the unfortunate victims of this bad tax. Because we 
had a couple of poor years during the base-period years, upon which the tax 
base was determined, and further because we made a considerable expansion 
in our production just prior to Korea, we were unable to qualify in any of the 
formulas set forth in the tax law which would have given us the exceptions 
under which we would have been able to escape the snares of this tax. 

Our increased business has had absolutely nothing to do with the Korean 
incident. As a matter of fact, when the tin shortage, allocation of steel, and 
other restrictions are taken into account, I am very certain that without Korea 
we would have been much farther ahead today from either the point of view 
of gross volume or gross profits. By the same token I know of several large 
corporations who have profited most extensively from the scare buying, etc., 
that has accompanied the Korean incident, who have escaped the sting of this 
bad tax. 
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I realize that the tax take from the excess profits tax law must be made up 
elsewhere if this law is to be allowed to expire, and I do not even suggest that 
the personal income taxes be increased to make up this deficit. 1 do, however, 
feel strongly that this revenue should be made up by corporation taxes, and 
that all corporations should share equally in carrying this load. 

In summation I believe that the excess profits tax should be allowed to expire 
without extension and that the corporate levy should be increased to a sufficient 
point to offset it. 

The F. H. Snow Canning Co. is primarily a Maine industry. Through wages 
to employees and through extensive purchases of Maine raw materials we bring 
in a pretty good sum of money to the State of Maine each year. Our business 
has grown to a point where we are in serious need of a new modern plant. The 
foundation for this new plant has already been installed at a cost of nearly 
$50,000, but further construction on this plant has had to be aandoned and can- 
not be commenced possibly for several yearl. Every year during which taxes 
are at such a high level as they are at present will continue to set the con- 
struction date for our new plant a year further into the future. 

We are certainly looking forward with eager anticipation to the day when 
tax rates will drop to a level where a company who prospers can recover a 
reasonable percentage of its profits for expansion. For the moment, however, 
we will certainly appreciate your doing your utmost to eliminate the excess 
profits tax. 

Very truly yours, , 
Haroip F. Snow, Vice President. 


Detroit, Micu., May 15, 1958. 
Horace SEe_y-Brown, Jr. 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, House Ofice Building: 
Please consider plight of small business trying to grow under our present 
tax structure. 
DIAMOND & TooLs, INc., 
W. P. CLARK, President. 


MANSAVER INDUSTRIES, 
New Haven 3, Conn., May 12, 1958. 
Mr. JoHN J. PHELAN, Jr., 
Ezecutive Director, Select Commiitee on Small Business, 
House of Representatives, House Office Building, Washington, D. C. 


DEAR Mr. PHELAN: The manufacturers association has advised us that careful 
study is being made as to the effect of taxes on small business opportunity 
and incentive. Let me tell you my present circumstance. I have a reasonably 
profitable small business. By small business, I mean one that does a volume of 
about $350,000 a year in good times. Profit percentage is good. It is good be- 
cause I personally work about twice as hard as I should work and act as general 
sales manager, taking trips on sales work, chief engineer, works manager, ad- 
vertising manager, etc. Those titles in a large company would require a man 
on each job. I am able to do them all because I have worked for larger com- 
panies on everyone of those positions and if salaries were paid to four men in- 
stead of one, the profits for this business would not be what they are. 

The discouraging thing is after working that hard and earning the profits, 
I first have to pay a tax on my salary. Then, if I want any added income from 
the business, I have to pay a tax first, as a corporation, second, when I declare a 
dividend. The company is so small that naturally I and my family own the 
business. If I don’t want to declare a dividend, I am stuck. Section 102, I be- 
lieve that’s the number, says that I have got to declare, if I remember, about 
70 percent of my profits or else I am subject to a penalty if I can’t prove that 
I want to leave the money in the business for a specific expenditure, which ex- 
penditure has to be made very soon to prove that it was intended and the 
money put aside for that purpose. From my standpoint, that means that I 
have to pay at least as much or more than half of my earnings in taxes. If 
I try to expand the business, I have to first hire somebody to take the load off 
my shoulders. Until he has been with me a year or two, he’s an expense and 
although half of his cost is paid by the Government I still pay the other half. 
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Then when he becomes profitable, I don’t get all the profit that he makes. I 
cant even save the profit he makes. So what’s the use of hiring him? 

Actually I employ a total of about 20 people. What incentive do these peo- 
ple have to work for me, since I have no incentive to try to boost the business 
to a larger business and since, even if I wanted to, I can’t put my earnings back 
into the business in order to do that. Again I say, what incentive do the peo- 
ple have who work for me to continue to work for me? The only place a man 
can advance is in a growing company. 

Since growth in a small business apparently isn’t worth while any more, why 
should anybody work for a small business? 

The above is only a small part of the worries of a small-business man. If I 
try to do business outside of the State of Connecticut, the State of Georgia wants 
me to fill in an income tax report, the State of California wants a sales tax re- 
port, and 32 other States want some kind of a repert just because I put my 
foot across the State line. We talk about the United States of Europe. We 
talk about free trade among the European nations; we say, “Cut down the bar- 
riers between France and Germany and we'll have peace and prosperity in 
Europe.” Not only does our tax situation make it difficult for the small m:n to 
grow, but the State taxing authorities make it necessary for a small man to 
have a staff which he should never need. If we did all that these States request, 
we would have to have two additional statistical men. Maybe the large com- 
panies can do it but we can neither afford it nor can we get the proper type of 
men. Why shou!d they come with us? 

On top of all these State regulations which make it tough for a small business, 
we get Government bureaus that have to have statistics, want forms filled out 
to obtain information which I would warrunt is practically never used. It is 
just something that some statistician thinks would be nice to have in 90 percent 
of the cases. In my opinion there is no reason, for example, why the same data 
could not be obtained by a spot check of various small plants that are now be- 
ing obtained by a check of every individual! plant. 

There is no better example of this than the rule of the Renegotation Board 
that everybody who has a job which is subject to renegotiation has to fill in a 
report thut he is working on that job whether or not he ever himself is subject 
to renegotiation. Any number of small companies who never aj} proach even 
$100,000 worth of renegotiable business still have to report to a board which 
has a bunch of clerks tabulating the information, acting as policemen by trying 
to get cross tabulation to be sure that John Jones who might work on one $100 
job subject to renegotiation on the part of the major contractor, has reported 
correctly. 

What does the term “small business” mean? I think of a small business as 
a business having, say, 50 employees or less. I believe that there are some regu- 
lations which consider small business starting at a much higher point. I think 
it would be well for the committee to distinguish a little further on what they 
call small business. I think you might find some way in the taxing of profits 
for a small business to make the dividends payable by a small company, set- 
ting a small company either on the basis of volume or number of employees not 
sulject to tax. I believe that section 102 shou'd be eliminated insofar as it 
applies to small business. If you either did that or eliminated section 102 
which for small business ought under any circumstances be eliminated, if you 
did not feel it desirable to eliminate full taxation on the dividends from small 
companies, you might limit the taxation on such dividends to 25 percent. You 
would then eliminate the steps that small business now take, namely, change 
from a corporation to an individual proprietorship or partnership and its ac- 
cumulated dividends passed along through dissolution as a capital gain subject 
to the 25 percent I just mentioned. 

Very truly yours, 


’ 


J. Bresiav, Engineer. 


Tuer GRAPHIc ArTs Co., 

Hartford, Conn., May 8, 1958. 

Mr. JoHN J. PHELAN, Jr., 

Executive Director, Select Committee on Small Business, 
House of Representatives, House Office Building, Washington, D. C. 

DEAR Mr. PHELAN: The question, Mr. Phelan, of the present corporate tax 
on small businesses surely makes it impossible to lay anything aside for further 
growth and it doesn't seem to make sense to me that hundreds of thousands 
of small concerns whose volume runs anywhere from $50,000 to $200,000 annually, 
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even though they make a reasonable profit on this volume, the tax rate is so 
great that they don’t have anything left. I feel in all fairness to the Govern- 
ment and its great need for tax money to carry on its innumerable bureaus, etce., 
that the present tax on said small businesses defeats itself by virtue of making 
it impossible to enjoy normal growth, and I do sincerely trust that real Con- 
sideration will be given to allow said small businesses to grow in a normal way. 
These small businesses, after all, have played an important part in the develop. 
ment of this great industrial system of ours 
Cordially yours, 
M. C. MANTERNACH, 


NATIONAL LABORATORIES, INC., 
Toledo, Ohio, May 7, 1953. 
SmaLzt Business COMMITTEE, 
House of Representatives, Washington, D. CO. 
GENTLEMEN : It is our understanding that a subcommittee will begin hearings 
on May 19 and 20 on the effects of the present tax situation on small business, 
We have been unfairly treated, we believe, by the way the excess-profits tax 
has been administered. In this regard we have written to Hon. Frazier Rams 
and are enclosing a copy of the letter we wrote to him. This will show how the 
excess-profits tax has hurt us. 
We certainly hope that you will do everything possible to eliminate the excess- 
profits tax. 
Very truly yours, 
N. W. JENNINGS, Treasurer. 


GREENVILLE, TEx. 
Hon. WrLiiaAM 8. HI, 
Member of Congress, The House, 
Washington, D. C 

Dear Sirs: I have had contacts with small-business concerns which exist in 
great numbers and compose a large part of our American business activities, and 
their prosperity contributes extensively to our general welfare and American 
solidarity, and they, in fact, are as important as the large businesses. 

The lesser small business is usually conducted by the man and his wife, she 
keeping the records and in other ways ably assists. You should take cognizance 
of such lesser small business and others in their lesser class and relieve them of 
the expene of rendering Federal reports and returns and free them of all taxa- 
tion other than income taxes. The owners and operators of such small businesses 
must be allowed to prosper and to exist, for their number compose myriads of 
our citizenship and their prosperity combats and defeats communism. 

Your committees can provide legislation to protect such small business; free 
them from excise and all Federal taxes other than income taxes. 

Respectfully submitted. 

JOSEPH F. NICHOLS, 
Attorney at Law. 


SMALLER BUSINESS OF AMERICA, INC., 
Cleveland 14, Ohio, May 15, 1958. 
Hon, Writ1am §8. Hr, 
Chairman, House of Representatives, 
Select Committee on Small Business, 
House Office Building, Washington 25, D. C. 


Dear CONGRESSMAN HILL: Below is a summary of tax policy statements 
submitted by our national legislative and tax committee. Each policy statement 
is then set forth in detail on the pages that follow. 

I. The excess-profits-tax law should be permitted to expire in its intirety on 
June 30, 1953. 

II. Corporations should be required to pay only 25 percent of their Federal 
income-tax liability each quarter during the year following the close of the 
taxable year (instead of being required to pay the full liability within 5% 
months, as Internal Revenue Code, section 56 (2), now provides for taxable 
years ending on and after December 31, 1954). 
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IlI. The due date for filing Federal income-tax returns for corporations, part- 
nerships, and individuals in business should be changed to 3% months after the 
close of the taxable year—instead of 244 months as now provided by Internal 
Revenue Code, section 53 (2). 

iV. All business income of entities exempt under the Internal Revenue Code, 
section 101, should be taxed in all respects exactly as the income of corporations 
which do not come under the purview of section 101. 

Sincerely, 
S. R. CHRISTOPHERSEN, President. 


STATEMENT OF PoLtcy RE Excess-Prorits Tax 


We are in favor of allowing the excess-profits-tax law to expire on June 30, 
1953, because: 

1. This tax prevents small business from expanding. The practical effect of 
the base-period formula and the invested-capital formula for determining 
“normal” profits is simply that for the great majority of small businesses all 
income in excess of $25,0C0 per year (but not in excess of $52,500 per year) is 
taxed at the rate of 82 percent. The 18 percent residue is needed entirely to 
maintain the higher level of inventories and accounts receivable that result 
automatically from increased volume of sales. Hence, no part of so-called excess 
profits is available for plant and equipment expansion. 

2. The combined and simultaneous impact of the excess-profits tax and inflation 
prevents small business from even replacing existing plant and equipment as it 
wears out. Taxpayers must depreciate their equipment on the basis of original 
cost. But when the equipment is fully depreciated and about to be scrapped, the 
replacement cost is double, or even triple, the amount of the original cost. The 
added cost must come out of profits, but for small business, profits in excess 
of $25,000 per year are almost completely taxed away by the confiscatory rate of 
82 percent. Hence, small business is hard-pressed even to replace existing equip 
ment as it wears out. In short, small business is hard-pressed merely to “stay 
even.” 


STATEMENT OF PoLicy RE EQUAL QUARTERLY PAYMENTS OF CORPORATIONS’ INCOME 
TAXES 


For taxable years ending on and after December 31, 1954, present law pro- 
vides that corporations will have to pay one-half of their Federal income taxes 
within 2% months after the close of the taxable year and the second half within 
514 months after the close of the taxable year. 

Prior to the enactment of the Revenue Act of 1950, corporations were per- 
mitted to pay their income taxes in four equal quarterly installments during 
the 11% months following the close of the taxable year. 

The present law creates a rapid drain on the cash of the corporate taxpayer, 
and the resulting financial hardship has made it necessary to cancel many a 
program for replacement and improvement of plant and equipment. 

Furthermore, many businesses do not receive payment on their billings on 
Government contracts within 54% months. Some businesses have even had to 
wait considerably longer. But present law provides that Federal income taxes 
will have to be paid in full on the profit portion of those billings before the 
billings are collected. 


STATEMENT OF Policy Re Dur DATE FoR FILING FEDERAL INcomEe-Tax ReturNs 


The due date for filing Federal income-tax returns is now 2% months after 
the close of the taxable year. We recommend that the due date be changed 
to 3% months after the close of the year for the following taxpayers: Individ- 
uals in business, partnerships, corporations. 

Business operations have become increasingly complex during the past few 
decades; and the volume of Government reports (in addition to income-tax 
returns) which must be filed at year end is now much greater than it was 20 
years ago. 

Attention is called to the fact that in Canada the due date for filing Canadian 
income-tax returns is 34% months after the close of the taxable year. 
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STATEMENT OF PoLticy RE ORGANIZATIONS Exempt From FEDERAL INCOME TAXES 
UNDER INTERNAL REVENUE Cope, Section 101 


There has been a steady growth in the concentration of wealth and power 
in the hands of the tax-free organizations during the past few years. 

Some of these organizations operate in direct competition with regular business 
firms. 

Now, it is obvious that a taxable business cannot for long compete successfully 
with a tax-free business. 

We urge that every income-bearing entity be required to pay taxes in exactly 
the same manner and on exactly the same basis as regularly organized corpo- 
rations. 





NATIONAL STANDARD PARTS ASSOCIATION, 
Chicago, I1l., June 5, 1953. 
Hon. Horace Seery-Browy, Jr., 
House of Representatives, Select Comméttee on Small Business, 
House Office Building, Washington 25, D.C. 

Dear Mr. Seriy-Brown: The writer has just finished reading a copy of the 
testimony given by Mr. Harold T. Halfpenny, legal counsel for National Standard 
Parts Association, before the House Select Committee on Small Business on 
May 19, this year. Mr. Halfpenny’s testimony was given in particular opposi- 
tion to section 3403 (c) of the Internal Revenue Gode which imposes a manufac- 
turers excise tax on automotive parts. 

I wish it would have been possible, or appropriate, for me to have been present 
when Counsel Halfpenny lodged his protest against the ambiguous and incon- 
sistent rulings of the Treasury Department affecting repaired, reconditioned, 
and rebuilt automotive parts. Most certainly I would have liked to view the 
disbelief that must have been mirrored in all your faces when you were apprised 
of the completely illogical and inconsistent viewpoints which characterize the 
Department’s thinking. Yet, those viewpoints are reality, and something must 
be done to correct them. 

Let me illustrate that point by asking, by what stretch of anyone’s imagina- 
tion, can you be held to be the manufacturer of your automobile’s fuel pump 
simply because you left your vehicle with your local garageman while he re- 
conditioned that fuel pump? Further. since you would be held to be the “manu- 
facturer” of that reconditioned fuel pump, you would then have to pay a manu- 
facturer’s excise tax on that pump. Doesn’t make much sense, does it? 

I write this letter in behalf of the entire automotive aftermarket industry 
because of my personal acquaintance with many, many of the small-business men 
whose very livelihoods are affected by the rulings. The writer is personally 
serving as president of National Standard Parts Association, in addition to 
holding the position of vice president in charge of sales of Maremont Automotive 
Products. My company is not directly interested in the matter because our busi- 
ness is the outright manufacture of new replacement parts. My company and 
my association, however, do have an interest in anything so patently unfair as 
the legislation and the interpretation of that legislation which puts any busi- 
nessmen in the position outlined in Counsel Halfpenny’s testimony. 

Keep in mind the vital functions performed by the modern American automo- 
bile, realizing that transportation is the lifeblood of this Nation. Review Counsel 
Halfpenny’s testimony, keeping in mind the basie necessity of American trans- 
portations systems, and I think you will agree that there can be no other course 
of action than to review the excise tax laws in general and to follow his recom- 
mendations in particular. 

Respectfully yours, 
C. A. Ktaus, President. 


Detroit, Micu., May 14, 1953. 
Hon. Joun J. PHELAN, Jr., 
Evecutive Director, Select Committee on Small Business, 
House Office Building, Washington, D. C. 

Gentlemen your letter of May 5, 1953, addressed to Michigan Manufacturing 
Association was called to my attention today. We have a great interest in 
the subject and would appreciate an extension of time to file a written state- 
ment. The present excess-profits tax in our opinion is discriminatory to small- 
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gross companies such as ours because during the base period we had no earning 
records and the other formulas do not provide for sufficient credit to allow us 
the same general percentage of net earnings as most of the larger companies 
who had substantial base-period earnings. This discriminatory provision of 
the excess-profits-tax law discourages risk capital to small companies thereby 
regarding expansion and consequently curtailing employment which will event- 
ually adversely affect the economy of our country, 

FEDERAL INDUSTRIES, INC, 

Drew C. HANELINE, President. 


Bronx, New York 61, N. Y., June 13, 1958. 
Hon. Wirtram S. Hit, 
Chairman, Select Committce on Small Business, 
Washington, D. C. 

Dear Sir: We want to go on record as strongly opposing section 3403 (c) of 
the Internal Revenue Code and that it be so amended that repaired, recondi- 
tioned, or rebuilt automotive parts, when sold as such, will not be taxed. 

Very truly yours, 
OFFICIAL DISTRIBUTING CorP., 
PuHIvir R, BENINATO. 
Per E. B. 


CHAS FRIEDMAN Co., INc., 
Bridgeport, Conn., June 12, 1958. 
Hon. WixtaAm 8. HIL1, 
Chairmun, House of Representatives, 
Select Committee on Small Business 
House Office Building, Washington 25, D. C. 

DEAR CONGRESSMAN: I am writing to you to express my opposition to section 
8403 (c) of the Internal Revenue Code insofar as it may result in an excise 
tax on engine rebuilding. Hearings have been held before the House Select Com- 
mittee on Small Business, and I would like to point out that the rulings of the 
Treasury Department in this respect are such as to impose an unfair burden 
on small business, with no appreciable revenue to the Government. 

“Since the Treasury Department has failed to issue any regulations giving 
relief to rebuilders of automotive parts, it is my opinion and also that of the 
other members of the Automotive Wholesalers Association of Bridgeport that 
the present situation can only be corrected by an amendment to section 3403 (c) 
that would eliminate the tax on parts that are reconditioned or rebuilt. 

Respectfully yours, 
AUTOMOTIVE WHOLESALERS ASSOCIATION OF BRIDGEPORT, 
LEONARD WEINSTEIN. 


VANTRESS POULTRY BREEDING FARM, 
Live Oak, Calif., May 13, 1953. 

Hon. Horace Seery-Brown, Jr., 
Chairman, Subcommittee No. 2, 


House Select Commitice on Small Business, 
House of Representatives, Washington 25, D. C. 


DEAR CONGRESSMAN SEELY-BrowN: Not being able to appear for the hearings 
to be held by the Tax Subcommittee on Small Business on May 19 and 20, I 
hereby submit this letter explaining a phase of taxation which I think unjust 
and detrimental to American progress in the poultry industry. 

Developmental poultry breeding is a very specialized and important phase 
of the poultry industry. All improvements in stock come from a few develop- 
mental breeders who are not financially remunerated as well, nor as perma- 
nently financially sound as other segments of the industry. 

The reason for this is the unusual nature of the business and the unfair 
method of taxation. 

By the very nature of the business, a breeder’s big strides forward or genetic 
improvements come in the form of rare new models. Very small, almost un- 
demonstrable improvements are made each year, but the obvious or big im- 
provements come probably only once or twice in a decade. By the very nature 
of the poultry business, there is no way for a breeder to protect himself finan- 
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cially for any length of time, for if he sells his improved stock, his competitors 
can acquire, through market channels or bootleg channels, his stock which is 
reproducible. In other words, unless a breeder monopolizes his improvements 
for only a very small segment of the population, his competitors acquire his stock 
without proper remuneration to the breeder, and catch up with him with no 
effort and no expense. 

The place where taxation enters the picture is that new breeding develop- 
ments, if held by a breeder for monopoly production, are a capital asset. If 
sold in the form of reproducible foundation eggs or chicks (it is the new genes 
and improvements which are being sold to others to reproduce), the income, by 
law. should designate this sale a sale of a capital asset, taxable as a capital gain. 

The reason for this is that due to the reproducible characteristic of these 
foundation eggs or chicks, the selling opportunity, at a premium price, is for 
only a very short period: this is because his own product comes back in mass 
competition with him. 

To encourage maximum effort in developmental breeding, and for maximum 
incentive to put the improvements into widespread industry use, a taxation 
system needs to be available whereby a breeder can avoid the confiscatory 
income-tax levels in those 1 or 2 times in a generation when he can come out 
with a new superior model or breed. Otherwise. the trend will continue toward 
monopoly production of new, superior models available to a very small segment 
of the poultry industry, and to a very limited part of the consuming public. 

This is an entirely different problem than the capital gains allowable to 
livestock herds under section 117J of the Internal Revenue Act, and perhaps 
to be extended to poultry. That legislation would aid the multiplying flocks or 
hatchery supply flock owners who merely hold stock 12 months, but would not 
aid, to any extent, a developmental breeder who is engaged in genetic improve- 
ment of stock to provide improvements for those hatchery supply flocks. 

I know this is a very incomplete picture of the breeder's problem, but if there 
is any chance of action to provide proper incentive for maximum effort in de- 
velopmental breeding, and to encourage, rather than discourage widespread 
distribution of those improvements, I wil! have a developmental breeder's group 
prepare a complete, detailed brief on this problem. 

Sincerely, 
CrarLes D. VANTRESS. 


CONNECTICUT MECHANICAL INDUSTRIES, INC., 
Hartford 6, Conn., May 15, 1953 
Mr. JoHn J. PHELAN, Jr., 
Executive Director, Select Committee on Small Business, 
House of Representatives, House Office Building, Washington, D. C. 

DEAR Mr. PHELAN: It is our understanding that, on May 19 and 20, Subeom- 
mittee No. 2 of the House Select Committee on Small Business will hold hearings 
to study the effect of the present tax structure on small business, with the pur- 
pose of developing factual background necessary to determine the effect of pres- 
ent taxes on small business. 

We feel that it would be well for you to know how the present tax structure 
affects our particular company, to enable you to be in a better position to make 
recommendations and decisions. 

Where the excess-profits tax is concerned, it has definitely held us up to 
almost a standstill as far as any growth is concerned. Furthermore, we are 
unable to put away any reserve for the day when it might be needed, if and 
when a slump in the business cycle occurs. As you well know, many small busi- 
nesses were required to take on a large percentage of defense work and it 
so happens that we are one of such companies, with the result that we have 
been running approximately 95 percent defense production. It goes without 
saying, that when defense drops off, we will have to convert back to civilian pro- 
duction, thus leading our company into costs which we will be unable to under- 
write because of the lack of reserve working capital, which we had been unable 
to build up because of high-tax commitments. 

The net profit after taxes which we are allowed to retain is not enough to 
pay for the amount of new machinery required from year to year in order to 
keep our plant in a position to be able to do the high precision work required 
in the electronic instrument business. The useful life of a machine in our type 
of business is between 2 and 4 years and yet, we are only permitted to depreciate 
machines over 10, 15, and 20 years. It is because the nature of our work is such 
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that extreme precision is required and, after a machine has been used for 2 to 4 
years, it loses the accuracy for which it was originally built and we are then 
compelled to replace the machine in order to keep up the quality and precision 
required. It follows then, that if we were able to depreciate our machines over a 
shorter period of time than is now permissible, we would be able to produce the 
high precision quality of work specially required by the electronic instrument 
field. 

With your permission, we would like to advise what would be helpful to give 
us the necessary opportunity and incentive to promote the welfare of our bus- 
iness : 

The excess-profits tax should be allowed to go out of existence on June 30. 
Obviously, the budget must be balanced. Consequently, in order to make up for 
the loss in revenue due to the elimination of excess-profits taxes, it would be 
our recommendation that an increase in the corporate income tax, sufficient to 
make up for excess-profits-tax losses, be applied; this might very well run 
between 2 or 3 percent. 

As far as depreciation of machinery is concerned, it seems that an exemption 
of $100,000 should be allowed provided this money was used for capital equip- 
ment and working capital, earmarked for expansion and growth purposes only. 
Also, machine tools should be depreciated over a 5-year period; 25 percent of 
the above $100,000 also should be held in reserve in preparation for loss years 
due to a downtrend in the business cycle. 

With recommendations such as outlined above, enacted into law, this plan 
would create a stimulus in the machine-tool business and also, create employ- 
ment for many workers and would, at the same time, provide the necessary incen- 
tive for small business to dig deeper and work harder in an effort to create high- 
quality-minded and increasingly efficient manufacturing establishments. 

We sincerely hope that the efforts of the Small Business Committees of both 
the House and Senate will be able to provide us with the necessary tools to 
enhance rather than detract from those things that are so necessary to build 
confidence and incentive to be productive. 

Very truly yours, HERMAN R, Fink, President. 


V'KING INSTRUMENTS, INC., 
East Haddam, Conn., May 19, 1958. 
Mr. JoHN J, PHELAN, Jr., 
Ezecutive Director, Select Committee on Small Business, 
House of Representatives, Washington, D. C. 


My Dear Mr. PHELAN: The following comments are submitted for the con- 
sideration of your committee in connection with the vitally important matter 
of determining ways and means for alleviating the strangling effect of the current 
tax laws on small business. 

The undersigned was one of the organizers of the company named in the head- 
ing of this letter, which commenced operations in 1933, with a negligible amount 
of capital. 

Except for the period 1941-45, when I was on active duty in the Navy, I have 
served as this company’s president and general manager ever since it was 
organized in 1933. At the present time we occupy a 10,000 square foot factory 
in a small community in Connecticut, and we employ approximately 80 people. 

By reference to the foregoing, it will be apparent that my company can be 
properly classified as a “small business,’ and I am sure that the following 
carefully considered comments and opinions, which are based on first-hand 
experience over a long period of time, would be concurred in by the managements 
of the hundreds of thousands of small enterprises which have started operations 
with limited capital since 1930. 

Most small businesses start with a bare minimum of working capital, usually 
just sufficient to start operations on a very modest scale. The great majority 
of those who organize such enterprises must rely wholly upon earnings to expand 
and grow. In most cases, they cannot expect financial assistanve from estab- 
lished lending institutions, because their assets do not provide the necessary 
collateral. Under present tax laws, the chances of attracting risk capital for 
expansion are negligible. 

Those of us who have actually organized and operated small businesses, and 
particularly small businesses which were organized after 1930, are acutely 
aware of the fact that a small business can hardly survive, much less expand 
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and grow stronger, unless it is permitted to accumulate and retain a substantial 
percentage of its earnings. Under present tax laws, this is not possible. 

It is submitted that the policies of the Federal Government during the past 
20 years, relative to the taxing of corporations, and particularly the taxing of 
small corporations, have long since passed the point of diminishing returns, 
and that if the following changes in current tax laws were to be effected, the 
income of the Federal Government from corporation taxes would be increased, 
and at the same time small corporations would be able to expand and to grow 
stronger, and to make better provision for cushioning the effect of any recession 
without resorting to mass layoffs of personnel and wholesale liquidations which 
will inevitably occur otherwise. 

Listed below are the changes in present corporation tax laws which are 
considered to be of the utmost importance. 


I, PERMIT DEPRECIATION OF CAPITAL EQUIPMENT PURCHASES AT ANY RATE ELECTED 
BY THE CORPORATION, INCLUDING 100 PERCENT DEPRECIATION IN THE YEAR OF 
PURCHASE 


Most small businesses cannot expand or grow stronger unless they are able 
to plow back into the business a substantial part of their earnings. Retained 
sarnings are usually their only source of additional capital for new equipment 
and other improvements, 

Present depreciation rates have the effect of taking away from the business, in 
the form of income taxes, a very substantial (up to 80 percent if the excess- 
profits tax applies) percentage of the funds which would otherwise be available 
for the purchase of the capital equipment required to carry on the operation 
with greater efficiency and on an expanding scale. 

Under present depreciation rules, and if subject to the lowest corporation 
tax rate (30 percent on the first $25,000 net income), a small business must 
earn approximately $1,350 for each $1,000 of income invested in machine tools 
and similar equipment. 

If subject to the excess-profits-tax rate of 80 percent, the company must earn 
approximately $4,750 for each $1,000 invested as above. 

Were it possible to write off the cost of capital equipment at any rate selected, 
including a 100 percent writeoff in the year of purchase, small companies would 
be able to modernize their equipment and to establish themselves in a much 
stronger position. 

As it is, the small machine shops and factories in this country are loaded 
to the guards with obsolete tools and equipment in poor condition. Until this 
equipment is replaced, the companies concerned will be seriously handicapped 
in their operations. 

The depreciation rates currently in effect represent an insuperable obstacle 
to the replacement of wornout and obsolete tools and equipment. 

Liberalization of depreciation allowances will start the replacement of worn- 
out and obsolete machinery and equipment. The greater the liberalization of 
these rates, the faster small shops and factories will expand and modernize 
their facilities. 

It is a well-known fact that the present cost of up-to-date machine tools and 
equipment is many times that of tools and equipment which were perfectly satis- 
factory 20 years ago and further, that the rate of obsolesence, due to machine- 
tool design changes and improvements, has been greatly accelerated. The re- 
sult is that obsolete machinery is kept at work, producing less product per 
worker, less income for the companies operating such equipment, and therefore 
less tax revenue for the Federal Government. The sooner a company can depre- 
ciate any machinery or equipment, the sooner it will replace obsolete equip- 
ment with new and more efficient machinery, the increased productivity of 
which will benefit employees, operating companies, and the Federal Government. 

Accelerated depreciation gives a growing company a chance to spend more 
money for new equipment, and gives capital investment a proper incentive. In 
the long run, the stimuiating effect would be fourfold: 

(1) Small businesses would be in a position to undertake projects which are 
not now possible for them. 

(2) Rapid accumulation of depreciation reserves would give small business 
the liquid assets to plow back into new equipment. 

(3) Fast writeoff of capital investment would put many small businesses in 
an excellent competitive position where their increased earnings would result 
in greater return in taxes to the Federal Government, and they would have a 
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proper incentive for establishing and maintaining a continuous modernization 
program. 

(4) Any momentary loss of tax revenue as a result of liberalization of depre- 
ciation rules would be more than offset within a very short time by additional 
income taxes collected from manufacturers of machine tools and factory equip- 
ment; increased income taxes from small businesses due to increased efficiency 
and productivity and greater earning power; and increased taxes on the per- 
sonal incomes of personnel required to operate additional machinery which 
would then be within the reach of small businesses. The stimulating effect 
would be particularly pronounced in the event of the predicted readjustment 
due to leveling off or cutbacks in the rearmament program. It is well known 
that the machine-tool industry is at this time anticipating a considerable reduc- 
tion in backlogs over the near term, and liberalization of depreciation rates 
would do much to stabilize that important industry. 

Attention is invited to the fact that the Small Defense Plants Administration 
has recommended that firms whose assets are less than $1 million be permitted 
deductions for depreciation at the discretion of the firm, on 50 percent of the 
depreciable plant and equipment. While this would be a definite step in the 
right direction, it is submitted that firms having assets of less than $500,000 
should be permitted to depreciate the entire amount of capital purchases at 
discretion, up to 100 percent depreciation in the year of purchase. The 50 
percent limitation recommended by the Small Defense Plants Administration 
would be sufficient to prevent desirable modernization of the plant equipment 
of most small firms. 


II. ELIMINATION OF THE EXCESS-PROFITS TAX 


It is submitted that it is the consensus of informed opinion that the excess- 
profits tax is one of the most pernicious forms of taxation ever conceived. 

In 1919 Secretary Glass called it “a penalty on brains, energy, and enterprise.” 

In 1945 Secretary Vinson called it “an important obstacle to business expan- 
sion * * * erratic * * * inequitable.” 

In a recent statement, Secretary Snyder called it an inequitable tax, costly, 
and almost impossible to administer. He added that he could not see how 
efficiency, ingenuity, and good management could be taxed. 

Under Secretary Folsom said recently that “It is not necessary to elaborate 
on the defects of the excess-profits tax. Almost everyone is agreed on this 
subject. Any long continuation of this form of taxation could not be justified, 
because it is incompatible with healthy, economic growth.” 

A short time ago, Secretary Humphrey stated before the Senate Finance 
Committee that “I think the excess-profits tax is, in principle, a bad law. I think 
it introduced all sorts of activities that are not in the best interests of the 
country.” 

The Small Defense Plants Administration stated, in a report submitted to 
six congressional committees, that the present tax structure “seriously inhibits 
ability of small business to obtain capital, to retain earnings, and to finance 
expansion and the acquisition of machinery and equipment replacement,” and 
recommended that if the excess-profits tax is to be retained, the allowed “mini- 
mum credit” should be increased from $25,000 to $100,000. At the same time, 
Mr. John E. Horne, the Administrator, suggested changes in the alternate 
“invested capital” basis of figuring the tax and in the provision basing the tax 
on “industry rate of return.” 

The excess-profits tax is particularly hard on small growing businesses, since 
it is based on the principle that any increase in profits is “excess.” Particularly 
in view of the fact that the Renegotiation Act provides the machinery for 
eliminating excessive profits on Government contracts, there appears to be no 
valid excuse for the continuation of the excess-profits tax. 

While it is certainly not desirable to increase corporation taxes in any way, 
a slight increase in the normal corporation tax would be the lesser of two evils, 
if this would permit the elimination of the excess-profits tax. 
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UI. CORPORATION INCOME TAXES SHOULD BE GRADUATED WITH HIGHER TAX RATES 
ON HIGHER EARNINGS 


If there is any logic to a graduated personal income tax, the same logic would 
apply to the principle of using a graduated tax for corporations. 

However, this principle would be acceptable only if there were a reasonable 
maximum rate established. 

It is considered that the present maximum normal corporation tax rate of 
52 percent should not be exceeded. It is believed that any immediate loss of 
tax revenue resulting from a graduated corporation tax would be more than 
offset over the near term by the stimulating effect which it would have on small 
business, resulting in vast improvement in small business earnings with con 
sequently higher total tax return to the Federal Government. 


IV. THE PROVISIONS OF SECTION 102 OF THE INTERNAL REVENUE CO 
SUSPENDED 
Section 102 of the Internal Revenue Code bears particularly heavily on small 
business. Since its interpretation is ‘up to the individual revenue agent, small 
businesses are put to considerable unnecessary expense in evolving a defense 
against the penalties of this section, which is simply another expedient for 
imposing double taxation on corporate earnings. I know of no sinall business 


which would deliberately keep any execessively large sum of money lying idle. 


whether or not section 102 of the Internal Revenue Code remains in effect. 
V. DOUBLE TAXATION OF CORPORATE EARNINGS AND DIVIDENDS SHOULD BE ELIMINATED 


The double taxation of corporate dividends is particularly onerous for small 
businesses. 

In the case of many small corporations, particularly those which are closely 
held, the stockholders are frequently called upon to advance money to the 
corporation as temporary loans to provide working capital when there is any 
sudden pressing demand for additional funds to carry on the business 

The double taxation of corporate earnings reduces the amount available for 
the unexpected needs of the small corporation. 

The Small Defense Plants Administration has already recommended that 
corporate taxes on the first $10,000 of distributed dividends be eliminated and 
that there should be discretion to increase this up to $100,000 as revenue needs 
dictate. Action along these lines would be constructive. 

At the present time, most decisions made by corporate management are neces- 
sarily based primarily on tax considerations rather than the ultimate good of 
the company. This applies to both large corporations and to small ones, although 
the harassing effect of current tax laws bears most heavily on the small cor- 
poration which is endeavoring to expand its facilities, sales, and payroll by 
means of the only source of capital available to it, namely, earnings. 

It is believed that the changes recommended in the foregoing would enable 
thousands of small corporations, such as this company, to retain enough of 
their earnings to permit them to carry out constructive plans to expand their 
facilities and to provide steady employment for more people in the communities 
in which they are located. 

The increase in taxable earnings of machine tool and equipment manufacturers, 
other suppliers, and added employees, and the increased earning power of the 
small. businesses themselves, would more than offset any temporary decrease 
in the tax revenue of the Federal Government. 

I submit that if a recession materializes within the next 12 months, as pre- 
dicted, the mass layoffs of personnel and the wholesale liquidation of small 
businesses which inevitably will follow can be attributed primarily to the 
ruinous tax policies which have been evolved during the past 20 years. 

The changes in the tax laws which are recommended in the foregoing would 
provide the incentives necessary to strengthen and develop the hundreds of 
thousands of small businesses which, in the aggregate, form the backbone of 
our economy. 
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It is my firm belief that if changes along the lines suggested are made in the 
tax structure, a recession can be avoided, otherwise, a recession can be predicted 
with confidence, and the effect on the economy as a whole would be disastrous. 

Most sincerely, 
A. C, Davis, President. 


STAR WATCH CASE Co., 
Ludington, Mich., May 18, 19538. 
Hon. Horace Sreety-Brown, Jr., 
Chairman, Subcommittee No. 2, House of Representatives, 
Select Committee on Small Business, Washington 25, D. C. 

Dear Mr. See_y-Brown: The following is our experience with the so-called 
excess-profits tax. 

Our base is determined by the three most profitable years during the period 
1946 to 1949, inclusive. 

The first part of that period was devoted to getting back into civilian produc- 
tion, with all the trials and tribulations that go with it. Furthermore, our busi- 
ness during that period consisted mostly of the lower quality, less profitable 
type of cases, namely, rolled gold plate top, stainless steel back quality. Finally 
the postwar boom developed and lasted until early 1948. There was then a 
collapse of business in the type of case we were making and with the type of cus- 
tomer we were selling. 

In July 1948 we merged with another watch case company, which consisted 
of several highly skilled men who were capable of doing the very finest of work, 
in order to get out of the low quality and less profitable business which we had 
formerly been in, and to commence manufacturing the higher quality, more 
profitable type of product. The company we merged with had been in business 
less than a year prior to the merger, and they had no experience at all in 1946 to 
1949 on which to establish a base. 

The merger was very successful, and we have increased our sales and profits 
before tax tremendously, in spite of the fact that our prices have been practically 
constant, and during no time was our warwork more than a few percent of total 
sales. 

Profits after tax have risen very little, and it seems very unfair to us that we 
should be penalized now for what may have happened prior to 1950. Our prod- 
uct is entirely different today, even though the general heading of watch 
cases covers both periods. Our methods are very different, and the class of 
trade we sell has changed considerably. 

We have competitors today who are allowed to keep more of their earnings 
on the same yearly profit than We are permitted to keep, merely because they 
were in a more profitable business in the base period than we were. 

Our unit profit before tax is small, so our profit is not excessive. Our total 
profit before tax has increased tremendously because we sell so many more units, 
with each unit being of a higher quality and higher dollarwise. 

Because of the growth in our business, we have been forced to carry much 
larger inventories, but the large tax does not permit us to build up sufficient 
working capital. We have been forced to borrow heavily, not only to finance 
a larger volume, but also to pay our income taxes. 

The year 1951 was the first we borrowed money since the early 1920’s. It seems 
now that the better we do, the worse off we are cashwise. 

We are writing you this letter in the hope that you will use your good office 
to correct this gross inequity. 

We want to pay our just taxload in the same proportion as everyone else, but 
we think it is very unfair to be singled out for an additional 30 percent excess- 
profits tax merely because we had difficulties in the base period. 

Whatever you can do to correct this situation will be very much appreciated. 

Yours very truly, 
O. A. STARKE. 
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NATIONAL Foop BROKERS ASSOCIATION, 
Washington 4, D. C., May 19, 19538. 
Hon. Horace Seer_y-Brown, Jr., 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 

DeaR Mr. SEELY-Brown: Thank you very much for offering me the oppor- 
tunity to appear before your subcommittee No. 2 to discuss the effect of the 
present tax structure on the small-business community. 

We hope that in lieu of my personal appearance you will acept this letter as 
our expression on this subject and that you will include this in your committee 
report. 

Closely related to the problem of the current tax structure is the effect of it 
on the future planning of small-business men. Thus many self-employed pro- 
prietors or partners cannot take advantage of the Federal income-tax provisions 
for deferring income tax on compensation currently earned but held in a retire- 
ment fund—the tax on the employee being deferred to the year or years when he 
receives the retirement benefits. 

Therefore, we respectfully urge support by your committee of H. R. 11 and 
any similar bills, as being a measure mitigating the burdensome effect of present 
taxes on proprietor and partner individuals and consequently, a measure of 
improvement of small-business opportunity and incentive. 

In this connection we would like to quote from President Eisenhower's state 
of the Union address delivered before the joint session of the House and Senate 
on February 2, 1953, wherein the President said that the immediate task of the 
new administration is to chart a fiscal and economic policy that can— 

* * * * * * * 
“Fifth. Work toward the earliest possible reduction of the tax burden; 
“Sixth. Make constructive plans to encourage the initiative of our 

citizens.” 

and wherein the President also said: 
“No less important is the encouragement of privately sponsored pension 

plans” (99 Congressional Record 778, 783). 

The views of the membership of the association were expressed in a resolution 
which was unanimously adopted at the 48th annual convention of the National 
Food Brokers Association held in Chicago, February 21, 1953. The text of this 
resolution is as follows: 

“Whereas self-employed persons have not had the opportunity to participate in 
pension plans other than Federal! social security ; and 

“Whereas many self-employed persons desire to participate in such plans so as 
to make adequate income provision for their retiring years but are faced with 
the almost insurmountable problem of laying aside funds for such retirement 
purposes after paying great overhead costs and heavy taxes; and 

“Whereas there is pending in Congress a bill, H. R. 11, which would encourage 
the establishment of such programs by excluding from the individual’s gross 
income in the taxable year a specified portion of those earnings for such year 
paid within such year to a restricted retirement fund, or to a life insurance 
company as premiums under a restricted retirement annuity contract : Therefore, 
be it 

“Resolved, That we, the members of the National Food Brokers Association, 
an organization composed largely of self-employed, independent businessmen, do 
hereby endorse the principle of encouraging individual participation in retire- 
ment funds; and be it further 

“Resolved, That we support H. R. 11 now pending in Congress and do petition 
the Congress for its passage.” 

Sincerely, 
Watson Rogers, President. 
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SOLVENTOL CHEMICAL Propvwcts, INC., 
Detroit 3, Mich., May 18, 1958. 
Hon. Horace Seery-Brown, Jr., 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives, Washington 25, D. C. 


Dear Sir: We note through a bulletin issued by the Michigan Manufacturers’ 
Association that your committee is conducting hearings within the next day or 
two to study the effect of the present tax structure on small businesses. 

We would like to go on record as being in favor of some sort of adjustment 
in the excess-profits-tax law, particularly insofar as small businesses are con- 
cerned. Ours is a small and comparatively new business ; consequently our base 
period for earnings or capital investinents is extremely unfavorable and if the 
law is not allowed to expire, we certainly feel we should have some relief. We 
find ourselves seriously handicapped as a result of the Excess Profits Tax Law in 
that we are not able to acquire sufficient reserves to expand our business or to 
build or buy our own plant. 

Very truly yours, 
H. B. Downs, General Sales Manager. 


NATIONAL INDUSTRIAL SERVICE ASSOCIATION, INC., 

" St. Louis 1, Mo., May 19, 1958. 
Hon, Horace SEELY-Brown, Jr., 
Chairman, Subcommittee No. 2, Select Committee on Small Business, 

House Ofice Building, Washington 25, D. C. 

Dear Mr. SEFLY-Brown : Our association being composed of small-business men 
in every part of the country, is very much interested indeed in the problem of 
taxation. Due to the geographic dispersion of our committee on public affairs 
and our board of directors it has been impossible to arrange for an appearance 
before your committee at its heuring this week. 

We would, however, like to have a statement entered in the record, if 
possible. 

Our members, like most small businesses, start in business with 2 or 8 
employees. As their immediate industrial area develops their growth depends 
entirely on retained earnings plowed back into the business. 

A great many of the businesses are close corporations. The present Federal 
income tax structure is particularly onerous for small corporations, ($10 to $100 
thousand capitalization), and leaves insufficient profits for the sound de- 
velopwent of the company, 

‘The excess: pri fi.s tax basic exemption of $25,000 is too low. If there must be 
excess-profits tax the exemption should be at least $100,000. 

In addition, we feel that the double taxation of corporate earnings both to 
the corporation and to its owners, on their dividends, is basically immoral, and 
unfair in all categories. 

Very truly yours, 
F'rep B. WIPPERMAN, 
Erecutive Secretary. 


May 20, 1953. 
Subject: Excess taxation on private enterprise. 
Mr. Cratg HOSMER, 
House Office Building, Washington, D. C. 


Dear Mr. HosMerR: Our Government has brought about taxation that is rapidly 
destroying private enterprise. A strong private enterprise system will defeat 
communism and employ all who need jobs. Small corporations represent the 
very spinal column of America and have created the world’s highest standard 
of living. 

Iixxcess taxation on small corporations is well illustrated in the books of the 
Hamer Oil Tool Corp. of California. Plant expansion for this corporation during 
the years 1951-52 and to date in 1953 changed the employment from 15 employees 
to 85. The cost of this expansion could only be done by the use of borrowed 
capital. During this period of time approximately $300,000 in cash was paid out 
for taxes. (Federal, State, county, city, payroll, and other hidden taxes.) Money 
left in Hamer Oil Tool Corp.’s bank, after taxes, would not much more than pay 
the interest on the loans, much less pay the principal. Under such tax burdens 
it is impossible for this corporation to further expand its manufacturing facilities 
and increase its employment. 





PMI NS OME IN TRIS NI SP 


EFFECT OF PRESENT TAX STRUCTURE ON SMALL BUSINESS 443 


You and others recently elected to office must act quickly or we will lose private 
enterprise, create a panic, and stimulate communism. 

If all profit-earning organizations (co-ops, foundations, pension trusts, and 
other nontaxable schemes) were forced to pay their share, which they right- 
fully should, the overall tax load would not be confiscatory. 

Frantically yours, 
Hamer Orr Toor Co., 
L. S. Hamer, President. 


CALIFORNIA MANUFACTURERS ASSOCIATION, 
Los Angeles, May 12, 1953. 


STATEMENT OF CALIFORNIA MANUFACTURERS ASSOCIATION 


The California Manufacturers Association comprising some () manufacturers 
in the State of California, the great majority of which are classified as “small 
manufacturers,” conducted a survey of these members early this year on the 
subject of the impact of Federal taxes on small business and found the following: 

If we are to improve the general economic health of this country, it is impera- 
tive that small business have breathing room to permit it to expand and grow. 

It is a recognized fact that small businesses do not generally have available to 
them the financing available to larger corporations and their expansion must 
come from earnings. The income surtax and particularly the excess-profits tax, 
as it is now applied, is almost confiscatory. This situation has so discouraged 
incentive that the r’sks involved in expansion and in many cases, even accep- 
tance of defense orders, outweight the gain to be achieved. This, coupled with 
the double taxation on corporate dividends, makes it impossible to offer sound 
reasons for investing. 

The present method of straight-line depreciation of obsolescent and wornout 
machinery and equipment does not permit a realistic writeoff for accumulation 
of cash for replacement. 

If small business is to survive, consideration must be given to correcting the 
present unhealthy condition. If the following three major points were 
accomplished— 

(1) Elimination of the excess-profits tax or at least sizably increasing 
the minimum credit; 
(2) Sizably increasing the surtax exemption in corporate income tax; and 
(3) Correcting the present unrealistic method of straight-line deprecia- 
tion of machinery and equipment— 
small business would have a chance to develop and prosper. 
LUTHER A. NICHOLS. 
Executive Vice President. 


(Whereupon the subcommittee was adjourned subject to the call of 
the Chair.) 
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